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A Study of Industrial Corporation Balance iets 


By Joun Noone, M.C.S. 


It is the function of a balance sheet to disclose the true 
financial condition of a business enterprise as of a particular 
moment of time. It should be a snapshot. Frequently, how- 
ever, there appears among the assets a single item such as, or 
similar to, “Real Estate, Buildings, Plant, Machinery, Good 
Will, etc.,”” the book value thereof being expressed in tens of 
millions of dollars; and, in view of the ease with which con- 
ditions may be made to appear more favorable (or less favorable), 
by means of journal entries, the exhibit is not always entirely 
satisfactory. Furthermore, assuming the financial status as 
of a given date to be correctly shown, a single balance sheet 
may convey materially misleading impressions, and is sometimes 
little more than “an array of attractive figures.’’ In one instance 
may be indicated a state of marked financial strength and ap- 
parent prosperity, yet the business may be retrograding; while, 
in another instance, a showing weaker absolutely may be far 
stronger relatively, because of superior manufacturing and sell- 
ing organizations, which make for reduced costs, rapidly growing 
sales and enhancing profits. 

It seems clear, therefore, that balance sheets to be of much 
worth should be submitted in comparative form. Some corpora- 
tions now issue comparative balance sheets, as, for instance, 
The American Radiator Company, whose report for the fiscal 
year ended January 31, 1910, contains balance sheets for eleven 
years. So many balance sheets, however, necessarily involve 
excessive condensation; and it is believed that sufficiently 
detailed balance sheets for two fiscal years will usually be 
enough. 

Herein will be attempted a study of the balance sheets of 
six representative industrial corporations, in different lines, for 
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periods up to five years, the data having been obtained upon 
application at the corporations’ principal offices. Except in 
two instances there has been manifested reluctance to explain, 
or in any way to comment upon the published reports and 
balance sheets. In some cases condensed income accounts 
form a part of the reports, and use will be made of them to the 
extent they are deemed of value. 

Before proceeding to the study of particular balance sheets 
it is desired to discuss briefly two features which are common 
to all. They are: 

(1) The form of the balnce sheet. 
(2) Working capital: its forms and uses. 


THE FoRM OF THE BALANCE SHEET 

To describe adequately and group properly the items of a 
balance sheet is such a simple matter it is most surprising that 
thus far scant attention has been given to it. In preparing a 
balance sheet the work should be approached with a desire to 
present the facts fully, without making the statement unduly 
complex, in an endeavor to provide the stockholder with the 
information he is likely to care for without compelling from him 
rearrangement and numerous mathematical computations. To 
paraphrase an epigram by Professor Sprague, a balance sheet 
which needs to be made over is one which ought to have been 
made differently at first. 

Fixed Assets—Why should not each be separately stated, 
the book value as.at the beginning of the year shown, the addi- 
tions during the year, if any, and the amount allowed for depre- 
ciation? The aggregate of the fixed assets so arranged may then 
be extended into an outer column, as “Cost of Properties.”’ 

Inventories.—Inventories are often stated in a single sum. 
They usually comprise three elements, however; i.e., raw 
materials, work in process, and finished goods. The amount of 
each should be separately stated, and in the case of the raw 
materials, and of the finished goods, whether the cost prices or 
the market prices were employed in the valuation, the lower, of 
course, being the conservative and more correct basis. If the 
amount of the finished goods is disproportionately large it may 
indicate in part an accumulation of unsalable stock. 

Quick Assets.—Cash should be stated as to (a) the amount on 
hand, and (b) the amount deposited in banks. 
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Accounts receivable and bills receivable, it may be practicable 
to age, and in this event it would be desirable. It is well, also, 
to show renewals, if any, of the bills receivable. 

Marketable securities which are not capital assets, but which 
represent an investment of surplus funds, should be stated at 
cost, and the market prices on the day of closing should likewise 
be shown. It is the more conservative, of course, to inventory 
them at the lower valuation. 

Deferred Charges to Profit and Loss —Under this caption may 
be placed accrued and prepaid items, and expenditures for the 
benefit of the business as a whole, which it is desired to distribute 
over a period of years. 

Contingent Items.—It is believed that customers’ commercial 
paper under discount at banks should be stated upon both sides 
of the balance sheet, and that the proceeds thereof ought not to 
be merged with cash as is customarily done. The footnote 
sometimes employed to denote the possible liability upon dis- 
counted paper is a clumsy expedient. 

Turning to the opposite side of the balance sheet, and with- 
out pausing to discuss whether or not capital stock is a liability, 
since the discussion might be almost interminable and would be 
of little avail, but expressing the opinion capital stock is a re- 
sponsibility, it is submitted the caption “ Liabilities and Capital 
Stock”’ is more completely descriptive of that which appears on 
what is commonly spoken of as “the liability side.” 

Fixed Liabilities—There should be stated the essentials as 
to the funded debt, such as the class of bonds, whether mortgage 
or debenture, the rate per centum named in the bond, and the 
year of maturity. 

Quick Liabilities—The floating debt should appear im- 
mediately below the fixed liabilities, the aggregate amount thereof 
should be added to the aggregate of the funded debt, and the sum 
of the two amounts should be extended into an outer column, as 
“Liabilities to Creditors.”’ 

Capital Stock.—Below the obligations should appear the 
authorized capital stock of each class, if more than one, the 
amount unissued, if any, and the amount outstanding. To this 
last named amount should be added the surplus and undivided 
profits. The sum thus obtained, which may be designated 
“Proprietorship,” represents the stockholders’ equity in the 
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assets. When added to the amount of the obligations the total 
should equal the sum of all the assets, and thus is produced the 
required equilibrium in the sides of the balance sheet. 

The foregoing is not written in advocacy of an inflexible 
form of balance sheet for all industrial corporations, for it is 
recognized that, in view of the many varieties of businesses, it 
would be impossible to devise a form that would be suitable in 
all instances. Nevertheless, it is believed greater uniformity 
than now exists is desirable, and is possible of attainment; and 
that accountants, by advice and suggestion, and by conference 
among themselves, can aid materially in hastening an improve- 
ment. Standard forms such as are prescribed for the use of 
railroads by the Interstate Commerce Commission cannot be had; 
but a persistent effort to secure an approximation thereto is well 
worth while. 

WorKINnG CaPITAL 

Working capital may be defined as that portion of the net 
investment in a business which is held in liquid form awaiting 
employment. 

It is usual to say the amount of working capital is measured 
by the excess of the current, or floating assets (“‘ quick”’ is a better 
word), over the current or floating liabilities. All unfunded 
liabilities are floating liabilities; but what are quick assets? A 
general answer to the question would doubtless be cash, and 
such assets as will be converted into cash in the ordinary course of 
business. More specifically, aside from cash, good accounts 
receivable, good bills receivable, and marketable, income-pro- 
ducing securities which are held for investment, and are not 
capital assets. The preponderance of opinion is that inventories 
are likewise a quick asset, and it seems important to attempt to 
ascertain whether the opinion is sound. It is true, of course, 
the supply of an article can never exceed the demand; that there 
is always a demand for all economic goods at some price; and 
that to effect a sale it is merely necessary to make a sufficiently 
low quotation. In this sense inventories are undoubtedly a 
quick asset. But is it correct to regard the subject from this 
viewpoint? The object of industrial activity is material gain, 
and this is possible only when there is an excess of value received 
over the cost to produce plus the cost to market. As has been 
stated, inventories usually comprise three elements, viz.: raw 
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materials, finished goods and work in process, and, ordinarily, 
they may be so stated in the order of their availability. The last 
named of the three elements is often the largest, and yet, to be 
marketable at all, there must be expended upon it additional 
materials and labor, for otherwise it is not only not worth its cost, 
but is practically scrap. In a going concern, particular inven- 
tories are constantly shifting; the raw materials become work in 
process, the work in process becomes finished goods, the latter 
when sold usually result in accounts receivable, and eventually 
cash is returned; but new stocks of materials are being purchased 
continually wherewith to prosecute the manufacturing opera- 
tions, hence the investment in inventories is permanent in char- 
acter, and it cannot be otherwise so long as production goes on. 
It is believed, therefore, inventories are in the nature of a fixed 
and not of a quick asset. ab 

Working capital has been regarded as synonymous with quick 
assets. Mr. George Lisle speaks of “the working or floating 
capital . . . as the money available for the ordinary working 
of the company, in contradistinction to the capital which has been 
sunk in fixed assets.’”” (Encyclopedia of Accounting, vol. 2, p. 
17.) And Mr. J. J. Rahill says: ‘“ Floating assets are such as are 
subject to constant change either by increase or diminution in 
the ordinary course of business and are generally considered as 
the working capital.’’ (Corporation Accounting and Corpora- 
tion Law, p. 416, 1238 (b.) But these views seem untenable. 
Floating assets may be increased by incurring additional floating 
liabilities; and to consider working capital as the aggregate of 
the quick assets implies that a floating debt is desirable, whereas 
a large floating debt, if a result of bank loans, as it is likely to be, 
means, as Mr. Thomas F. Woodlock has aptly stated, “... a 
new funded debt in embryo or trouble.”’ (Anatomy of a Rail- 
road Report, p. 40.) 

As to the uses of working capital, it seems necessary to add 
little to what has been said inferentially. Prior to the con- 
version of raw materials into output, and to the receipts of cash 
from sales thereof, other materials must be purchased and paid 
for, wages must be paid at short and regular intervals, and 
administration expenses must be satisfied. With ample working 
capital, advantage may be taken of discounts offered for prepay- 
ment of invoices for purchases, and the “other income”’ thus 
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obtained may be very considerable; the organization may be 
preserved in times of depression; stocks of raw materials may 
be replenished in favorable markets in anticipation of future 
needs; customers with limited capital may be granted reasonable 
extensions of time, and experience has proved it is sometimes 
wise to do this, since immediate financial strength is not the sole 
basis for credit. 

Since the quick assets of a corporation must exceed its quick 
liabilities in order that it may possess any working capital at all, 
the question may be asked, ‘“‘ How much greater should they be?’”’ 
No absolute percentage can be named. As between two concerns, 
more working capital will be required by the one in which the 
period of production is longer; in which larger inventories are 
required to meet a varying demand; in which longer credits are 
granted to customers; in which shorter credits are received from 
creditors; in which it is more difficult to secure promptly raw 
materials in satisfactory quantities at acceptable prices; in 
which demand for the product is less regular; and in which the 
volume of business in prospect is larger. All of these are factors 
in determining the amount. Some corporations maintain a 
record of orders received from month to month, and year to year, 
and, feeling able to forecast the future with reasonable certainty, 
as they think, are able to estimate their working capital needs 
with a fair degree of accuracy. Having ascertained what is an 
adequate stock of working capital in a given instance, it seems 
logical to say it should vary as the sales. 


NATIONAL BISCUIT COMPANY 


National Biscuit Company was incorporated under the laws 
of New Jersey, February 3, 1898. Its authorized capital stock 
is $55,000,000.00, of which $25,000,000.00 is preferred and 
$30,000,000.00 is common stock. 

The company presents annually to its stockholders a report 
containing a condensed balance sheet and a statement of the 
yearly sales, and the yearly profits, from its organization.* Like 
nearly all the larger indsutrials, the company states its fixed 
assets in a single sum, included in which are its intangible 
properties. The reports are silent as to the values placed upon 
the constituent items, and, under these circumstances, the uni- 

*See page 247. 
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form annual allowance of $300,000.00 for depreciation becomes 
of especial interest. The results achieved indicate that, thus far, 
the company has been managed by men of exceptional ability 
who appear to have no incentive and presumably have no in- 
clination to resort to the practice called “skinning the plant.” 
Yet the annual charge against profits for the inevitable shrinkage 
in the company’s permanent investment is but little in excess of 
%Q% of the book value thereof. While depreciation cannot be 
stated with precision, several methods are satisfactorily em- 
ployed in attempting to calculate it, and certain rates percentum, 
varying according to the character of the property, are recognized 
as adequate by competent authorities. That in respect to de- 
preciation the company seems not to have availed itself of the 
experience of others, suggests the nference that the directors 
are satisfied the unavoidable loss has been fully provided for; 
and, allowing for high land values in the borough of Manhattan, 
the principal fixed assets, representing perhaps two-thirds to 
three-fourths of the total, are good will and other intangible 
properties. That this may not be a very extravagant estimate 
is possibly implied in the following extract from President 
Green’s report for the fiscal year, ended January 31, 1906, though 
doubtless he used the expression in its less technical sense: 


It is this good will, flowing to us from the consumer and the 
retail grocer, which makes up ‘the most valuable asset of this company. 


The extent to which the capital stock of the company was 
subjected to the process called ‘‘ watering’’ may be inferred from 
what has been said relative to good will. Undoubtedly, at its 
inception, the company was heavily overcapitalized, but its 
earnings over a period of years have justified the capitalization, 
and at the time this thesis was being prepared (April, 1910) its 
preferred stock was selling around 122, and its common around 106. 

The position of the company respecting cash is obviously 
strong. It wiil be noted that in each of the years under con- 
sideration the amount is in excess of $3,000,000.00, and it does 
not fluctuate very widely. Contrasting the stock of cash with the 
liabilities, it will be seen that in none of the years in question had 
the company less than twice the sum necessary to pay in full its 
total obligations to creditors, and that in the fiscal years ended 
January 31, 1909 and 1g1o, the cash holdings were more than 
three times the debts to creditors, showing a material strengthen- 
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ing of position. It will also be noticed that more than one-third 
of the company’s surplus is in cash, and from the statement here- 
with, that more than one-half of its working capital is now in 
cash. The report should show the amount of cash on hand, and 
the amount upon deposit, and should state whether any portion 
of the latter is productive of income. - 

The report does not say whether the ‘stocks and securities”’ 
are securities of subsidiary or affiliated companies (if there are 
any such companies), nor does it state whether they produce 
income. Indeed, in setting forth the annual sales and the annual 
profits, the company does not say definitely whether the figures 
given are profits on sales, thus seemingly permitting the inference 
there may be other income in the form of dividends on invest- 
ments and interest on bank deposits. The smaller amounts in 
the years 1907-8 and 1908~9 perhaps indicate sales, or, possibly, 
writing down to conform to market quotations; but, in view of 
the complete silence of the report further consideration of this 
item would be conjecture. 

It is perhaps of interest to note the relation between the 
company’s accounts receivable (no mention is made of bills 
receivable in any of the reports, indicating perhaps that the 


company does not take paper from its customers, or, possibly, 
that bills receivable and accounts receivable are mingled in 
the report under the latter name) and the annual sales for the 
five fiscal years ended January 31, 1910. 


Accounts. Sales. 
$3,186,713.59 $39,702,566.44 
3,190,527.50 40,722,939.17 
35297,477.65 41,802,224. 26 
2,854,375.32 39,830,826. 48 
3,156,358. 43 42,720,543 .13 
If it be assumed that the monthly sales vary comparatively 
little (an assumption not unreasonable in a business of this 
character), it would seem that practically all of the accounts are 
for sales in the last month of each year. Thus it appears the 
company sells upon short time, and probably is unusually suc- 
cessful in enforcing adherence to the terms for payment on the 
part of its customers. No mention is made in the reports of 
losses due to bad debts, but the probability is they are incon- 
siderable. It will be observed that the accounts rece vable are 
about the same in amount in each of the years, with the exception 
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of the fiscal year 1908-9, when the smaller amout is practically 
offset by a larger stock of cash. 

The asset, ‘‘Raw Material, Supplies and Finished Product,”’ 
ought, of course, to be stated in three separate amounts, each 
indented and the total extended. It is of interest to compare 
the amounts of the stocks with the sales, as shown above. 
Normally, stocks might be expected to increase in about the same 
proportion as the sales, and they seem to do this excepting in the 
two years 1908-9 and 1909-10, when the increase in stocks is 
somewhat greater. It is possible, although in this instance 
scarcely probable, that the increase represents an accumulation 
of “slow sellers’; much more likely is it to indicate larger stocks 
of raw materials, and, perhaps, higher costs, for President Green 
says, in his 1910 report, “The prices of flour and other raw 
materials used by us . . . have ruled much higher than during 
the previous year.”’ 

It would be a very simple matter to show the authorized 
capital stock of each class, the amount unissued and the amount 
outstanding of each, instead of the last named amounts only, 
and this should be done as providing additional information. 

The obligations of the company require but little comment. 
The bonds and mortgages were assumed, as stated, and are being 
paid as they mature, somewhat in excess of $100,000.00 per year. 
The accounts payable are stated to be‘ . . . simply the current 
bills for raw material and supplies, which were not adjusted 
before the close of the year.” 

The policy of the company with respect to dividends is 
worthy of attention, and for its five latest fiscal years is ex- 
hibited by the following table: 


Percentage of 

Annual Dividends Earnings paid 

Year Earnings Paid in Dividends 
$3,822,338.02 $2,905,755.00 76.02% 
3,954,506.91 3,198,115 .00 80.87% 
4,101,414.88 3,499,475 .00 85.14% 
3,896,609 .62 3,490,475.00 89.58% 
3,978,576. 43 3,490,475.00 87.73% 


It will be noticed that, with the exception of the fiscal year 
ended 1906, the company has paid in dividends somewhat more 
than $4.00 out of every $5.00 it earned; and that in the years 
ended 1909 and 1910, the dividend payments were nearly $9.00 
out of $10.00 of earnings. The annual earnings of the company 
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have been and are quite stable, and justify a larger dividend 
distribution than would otherwise be prudent; yet it is debatable 
whether so large a proportion is often justifiable. It would 
seem not very difficult to produce in satisfactory quality the 
output of the company, and its success is probably chiefly attrib- 
utable to its efficient selling organization. When its patents and 
trade marks have expired they will become common property, 
_ and will have value to the former owners only as good will, “the 
probability that the old customers will resort to the old place.” 
That strong efforts are being made to compete with the com- 
pany, and that it is vigilant in protecting its rights, is indicated 
by the following quotation from President Green’s 1910 report: 


We have in former reports referred to the imitations of our trade 
marks and trade names by other manufacturers of biscuit. Forty-two 
new imitations of the company’s trade marks and trade names have ap- 

ared and have been stopped during the past year. Five hundred and 
orty-six such imitations which have appeared since the formation of the 
company have been stopped either with or without litigation. These 
different imitations have involved over one hundred different manu- 
facturers of biscuit in this country. 


A statement has been prepared to show the company’s 
working capital and the relation thereof to the annual sales. (See 
table on page 252.) 


THE NEW HOME SEWING MACHINE COMPANY 


The New Home Sewing Machine Company was incorporated 
under the laws of Massachusetts, May 28, 1906, and succeeded a 
company of a similar name. Its authorized capital stock is 
$3,000,000.00, of which $1,000,000.00 is 6% cumulative preferred 
stock and $2,000,000.00 is common stock. Its main office and 
manufactories are at Orange, Mass. 

The laws of Massachusetts require that all domestic trading 
corporations shall file annually with the secretary of the com- 
monwealth a ‘certificate of condition,”’ upon a prescribed form, 
abstracts of which are printed as a public document. The form 
of the balance sheet follows: 


ASSETS LIABILITIES 
Real Estate Capital Stock 
Machinery Accounts Payable 
Manufactures, Merchandise, Mate- Funded Indebtedness 
rials and Stock in Process Floating Indebtedness 
Cash and Debts Receivable Surplus 
Patent Rights, Trade Marks and Profit and Loss 
Good Wi 
Miscellaneous 
Profit and Loss 
Total Total 
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It will be noted The New Home Sewing Machine Company’s 
balance sheets are presented substantially in accordance with the 
above form.* For reasons that have been stated, the form is not 
a very good one, but it possesses a merit in requiring intangible 
properties to be separately shown. 

The assets (real estate, also machinery) show relatively small 
changes in the five years. The reduction in 1908, as shown by 
the balance sheet of January 1, 1909, is possibly due to sales, 
or to the destruction of a building, or to the scrapping of obsolete 
tools. 

The item ‘‘ stock and tools’’ means inventories; and it would 
be well to use this word as more informing, and to subdivide the 
amount thereof as already explained. The marked increase dis- 
closed by the balance sheet of January 1, 1908, is perhaps at- 
tributable in part, at least, to an accumulation of stock due to a 
falling off in orders during the last quarter of 1907. 

It will be observed the company’s position with respect to 
cash is materially weaker in the last three years than in the first 
two years. These changes will be referred to again. 

Bills receivable includes accounts receivable; indeed the 
amount represents almost wholly current accounts, for the com- 
pany accepts but little commercial paper from its customers, 
checks of course excepted. The amount of this asset seems very 
large, and it tends to increase. The company’s sales range from 
around $1,200,000.00 in“ lean’”’ years to around $1,800,000.00 in 
“good”’ years, and it is clear, therefore, the sales are made upon 
long credit. If it be assumed the sales are fairly uniform from 
month to month, the company’s terms of credit are doubtless 
about four months, and possibly longer, in the event a cash dis- 
count is allowed for prepayment, and that to an appreciable 
extent advantage is taken thereof. Under these circumstances 
it would seem that more than ordinary care would be required in 
granting credit, and that a vigilant and diplomatic credit depart- 
ment would be an essential part of the company’s organization. 

Doubtless the most interesting feature of the balance sheets 
is the increase in the company’s capital stock as shown by the 
balance sheet of January 1, 1907. Prior to this date the capital 
stock had been $500,000.00, the surplus exceeded $868,000.00, 
and the company was unquestionably in a strong financial con- 


* See page 247. 
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dition. In all probability liberal dividends upon the stock were 
assured for many years. Having complied with the legal re- 
quirements, a few journal entries were made and posted, the 
surplus was enlarged sufficiently to permit the declaration of a 
dividend of $2,500,000.00, and it was paid in the new stock. 
Dividend requirements were thus multiplied by six, yet nothing 
was added to the resources of the company to aid in increasing 
its earnings. The reason for injecting so much “water” into the 
stock can only be conjectured. Perhaps the stock was closely 
held, and the owners, desiring to convert their paper profits into 
cash, sought to distribute the new stock while still retaining, of 
course, complete control of the company. To do this success- 
fully, obviously the continued payment of dividends is absolutely 
essential. The preferred stock, as has been stated, is 6% 
cumulative, and this was doubtless all retained by the holders of 
the old stock, who are thus assured of 12% per annum upon their 
former holdings, provided this amount is earned. If we assume 
dividends are paid upon the new common stock at the annual 
rate of 5%, the dividend requirements of the company are $160,- 
000.00 annually, or 32% upon the old stock. Is it likely the 
company will be able to earn this amount regularly upon sales 
ranging from around $1,200,000.00 to $1,800,000.00 annually, 
and still properly maintain its plant, and provide for its ultimate 
replacement, and build up an adequate surplus reserve? That 
the company is having some difficulty in earning its present 
dividend payments is not unlikely, for its surplus at the end of 
three years after the increase of the capital stock to $3,000,000.00 
is but $43,928.64. From the balance sheet of January 1, 1909, 
it seems probable that in 1908 the company did not earn the 
dividend it paid, but was obliged to draw upon accumulated 
profits. While a profit and loss credit balance is adequate for the 
declaration of a dividend, real money is needed to pay it. This 
necessarily involves a reduction of working capital, for such 
surplus as exists is either permanently invested in fixed assets, 
or is in the form of working capital, and it may lead to an increase 
in floating debt. In the statement of working capital which 
forms a part of this study, it is very interesting to contrast the 
last three years with the first two years, especially as to the 
percentages of cash. Dividends once begun it is obvious must 
be continued if at all possible, and particularly must the dividend 
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be paid upon cumulative preferred stock, for if dividends are 
permitted to accumulate the value of the common stock shrinks 
and may become merely nominal, as is seen in the cases of the 
common stocks of American Hide & Leather Co., American Can 
Co. and Allis-Chalmers Co. 

A corporation fails of its purpose unless it pays dividends, and 
continuous and stable dividends are evidence of good manage- 
ment. 

From what has been said it is not intended to imply all stock 
watering is objectionable. Judicious watering of the capital 
stock of a corporation in order to bring the amount more nearly 
in accord with its demonstrated earning power may be quite 
commendable; but the extent of the watering should not be so 
great as to endanger a fair dividend rate upon all of the stock. 

It will be noted the company’s fixed assets are unencumbered, 
and that its obligations to creditors are relatively small. Ac- 
counts payable and bills payable ought to be shown separately, 
that the extent of the company’s borrowings may be known. 

A statement of the company’s working capital is given on 
page 252. 

(To be continued.) 
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The Standardization of School Statistics 


By Henry R. M. Cook, C.P.A. 


President of the New York State Society of Certified Public 
Accountants 


In a practical sense, education represents a public investment, 
when administered properly. 

Defective administration may so change the situation as to 
cause the public mind to regard education as in the nature of 
an expense. In suggesting this thought, the reference is not 
confined merely to financial expense, which is readily controlled 
as to volume, but there is a more important element to be con- 
sidered—expense of time, and defective administration is the 
common means of wasting time, thus working a hardship to 
the educational unit—the pupil. 

Educational results are not of an exact character, and cannot 
be measured in the same manner as the product of a business. 

Physical conditions are rarely the same in school systems, 
and the plant which in one location is considered ample and 
sufficient for its purposes might, in the case of buildings, be 
condemned as unsafe and unsuitable in another location. 

Financial conditions vary greatly, and a school tax based 
upon the assessed valuations in one city might produce an 
abundance of money for educational purposes; but, if the same 
tax rate were applied in another location, its product might be 
inadequate to maintain even a low standard of efficiency. 

The factors used in computing the per capita cost of edu- 
cational activities vary widely, so that comparative data is not 
only obscure, but frequently worthless; for instance, some 
school systems evince a desire to reduce apparent per capita 
cost by using “enrollment,” or separate number of pupils taught 
during the year, as indicative of the service rendered; again, 
others use ‘‘average daily attendance’”’ as the factor; and, still 
again, “average register’’ is employed as a kind of middle 
course or compromise. 

Looking at this problem from another standpoint, the group- 
ings of the various kinds of school disbursements are radically 
different; for instance, capital outlay, in extreme cases, has 
been known to enter into per capita annual cost. It is by no 
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means uncommon to include in the per capita annual cost the 
expenses of maintenance and operation of the school plant, and 
to further complicate the situation, it is frequently the case 
that, in communities where evening and special activities are 
maintained, the day school cost is made the scapegoat for all 
such items of expense. 

The number of sessions in a school year varies in different 
communities, also the daily duration of the employment of the 
teacher; again, the basis for the employment of teachers is 
not the same, for it may be anywhere between thirty and sixty 
pupils per teacher; and yet each community may feel satisfied 
with the course it pursues. That which would be considered 
as affording the best educational results in one place would be 
regarded as extravagance in another. 

And so the complexity of the problem becomes more ap- 
parent, as school systems grow larger proportionately with the 
increase in population, and the demand for better and enlarged 
educational facilities. 

Probably no greater service can be rendered to the cause of 
public education than the adoption of standards of measure- 
ment of efficiency. The collection and collation of educational 
facts of unequal weight and varying consistency produces a 
mystifying rather than a clarifying effect. Healthy competition 
and the stimulus to do better things is not encouraged by a 
display of unequal and inconsistent facts placed in juxtaposition. 

No man possesses greater opportunity for the collection of 
standardized facts than does the United States commissioner 
of education, and it was with keen enthusiasm and genuine 
pleasure that a number of school officials and others met in 
Washington last May, at the invitation of Dr. Elmer Ellsworth 
Brown, for the purpose of forming an organization to aid him 
in securing standardized school facts, and in thus aiding him 
to further the interests of educational administration generally. 
Such an organization was formed under the name of The Na- 
tional Association of School Accounting Officers. The object of 
this association, as set forth in its constitution, is “the stand- 
ardization of fiscal, physical and educational data of school 
systems for presentation in the form of public reports.” 

The broad scope of the objects of this organization may seem 
to require some explanation and comment, and this occasion 
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affords an excellent opportunity of setting forth some salient 
points. 

The fact is clear that the association aims at the assembling 
of educational facts, common to all school systems, in the form 
of reports which shall set forth, not merely one branch of school 
administration, but solid statements covering every phase; in 
other words, mere fiscal data is incomplete unless it is combined 
with physical effect, and the presentation alone of both of these 
factors fails in usefulness if they do not support and combine 
with the essential object of all school systems; namely, educa- 
tion, to which fundamental proposition they are secondary, or, 
in other words, a means to a great end. 

A report dealing alone with the ethical and pedagogical side 
of a school system would fall short of its public requirements, 
and, though it would be interesting and instructive to the few, 
it would not be indicative of the operations of the whole under- 
taking. The public mind to-day is of an inquiring and dis- 
cerning turn, and the school question in most communities is a 
matter of constant consideration. The citizen wants to know 
if the schools in his community are producing as good results, 
covering the same ground, or are as far advanced in modern 
methods as in other cities; and he would also like to know 
whether his capital outlay produces as efficient a plant as else- 
where, and, if not, why not. 

On the strictly educational side, the results may be excellent, 
but the cost very great. ‘“‘Is there any reason why the same 
results could not be obtained at more moderate cost?”’ is a 
natural and common question. And so it appears to be inher- 
ent in the problem that it is beneficial to present a complete 
story and nothing less. 

It is not to be inferred for one instant that the school ac- 
counting officer and statistician can evolve and produce, by 
himself and of himself, a report which will reflect and illuminate 
all branches of a school system, but it is submitted, as a thought, 
that where facts, of whatsoever nature, can be reduced to form 
and figures, the school accounting officer and statistician is best 
able to perform such function, so as to combine, co-ordinate 
and arrange them, to the end that perfect harmony should exist 
from a statistical point of view. This would leave to the edu- 
cational head an opportunity to deal with conditions and facts 
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governing the fundamental objects of the system, and the report, 
as a whole, would then fairly represent the system as a whole— 
its operations, needs and condition. 

The association is in its infancy, and while many things have 
been discussed, it has not been possible, up to the present time, 
to do more than touch lightly upon the many phases incidental 
to the important problem to be solved. However, it may be 
well, at this time, to suggest some items of a practical character 
that may furnish food for thought. 

In the determination of costs, it is obvious that the method 
of computing “attendance”’ should be uniform everywhere, 
otherwise, at the outset, results would vary considerably. This 
point is of fundamental importance, and its relation to the 
statistical accounting of school systems cannot be overestimated. 

In the beginning I made some reference to various methods 
of computing attendance, and their uses and abuses. What is 
needed, primarily, for statistical purposes, is the adoption of a 
scientific unit, and that all calculations of per capita cost should 
be based upon such factor. It would seem fitting to consider 
the acceptance of the following formula: Compute the aggregate 
days of attendance of each and every scholar attending during 
the year, and divide same by the number of days the schools 
have been in session. The result would be the average daily 
attendance during the period. The rule may be applied in con- 
nection with each educational activity, and would indicate, 
scientifically, the actual school service performed, for the unit 
of attendance so computed would represent the average service 
of each scholar in each specific activity. Such a method is em- 
ployed in New York City (and elsewhere), and is based upon 
the educational statutes of that state. 


Both register and enrollment have been found to be some- 
what inflated factors for use in connection with school statistics, 
especially in large cities, where difficulty is always experienced 
in following the movement of the school population. It is not 
uncommon to find the name of a scholar enrolled or registered 
in more than one school, for, if there is not room at the time of 
application for admission, the name is frequently recorded, 
pending a vacancy; meantime the applicant may find a place 
elsewhere. Again, a scholar may actually be admitted and 
attend a few days; not liking his environment, he may seek and 
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obtain admission elsewhere, and it may be some while before 
it is discovered that the scholar has no right to be counted as a 
member of the school to which admission was originally ob- 
tained. Again, in large cities, families frequently find it neces- 
sary, on the score of economy, to live near where the bread 
winner performs his daily work. A change in the location of 
employment frequently means a corresponding change of resi- 
dence, and this element of migration creates constant duplica- 
tion and even reduplication in school enrollment or registration. 
Especially is this true in the fall of the year, when school ac- 
commodations are congested in some localities, as in the case 
of the city of New York. While, on the one hand, every care 
is usually exercised, however unsuccessfully, to avoid duplica- 
tion in such cases, on the other hand, figures of enrollment and 
registration, as usually computed, contain also the names of 
those scholars who have graduated or otherwise left school 
during the statistical period. Such pupils, therefore, as attend 
school but part of the year become equal factors with those at- 
tending the full period, and, as explained before, other pupils 
may be unavoidably counted once, twice or even more times. 
Thus the inflated figures of enrollment and registration become 
uncertain and unscientific factors if used in connection with 
per capita costs. 

The exponents of this method generally urge, in support of 
their views, that, in school systems supplying free text-books, 
an outfit must be provided for each pupil whether such pupil 
remains in the particular school for one month or one year, 
and, therefore, the expense of such material is directly charge- 
able to that particular pupil. This may be theoretically true, 
but watchful administration generally operates to prevent such 
waste, and in many cases the school outfit follows the child, 
either in whole or in part, or else is used by a new-comer. 


Whatever may be said of enrollment or register as a rough 
and ready basis for allotment of supplies, or making adequate 
provision in advance for employment of a sufficient number of 
teachers to meet all approximate needs, it is certain that average 
daily attendance is undoubtedly preferable for computing per 
capita cost, and its adoption universally would go far to make 
valuable the comparative per capita costs of different school 
systems. 


260 


The Standardization of School Statistics. 


The analysis and classification of school disbursements is an 
interesting subject, and the fixing of a proper resting place for 
each item of expense is one of the most important functions of 
the school accounting officer and statistician. A slight study of 
the individual reports of school systems indicates that there are 
nearly as many methods of compilation as there are school 
systems, and so it must follow that the massing of such reports 
into consolidated form for the purpose of obtaining comparative 
data cannot be very illuminative or conducive to education 
stimulus. Massive statistical tabulations may be thus compiled, 
and they appear well and imposing. 

Sometimes, however, an inquiring mind seeks specific com- 
parative data, and takes the trouble to ask questions on some 
point or points which exhibit marked difference in cost as between 
two school systems of similar size, and operating under approxi- 
mately the same conditions. It may be found frequently, in 
such cases, that upon analysis the true difference in cost is not 
of material importance, but the classification of the expenses of 
the two school systems is so radically different that the pub- 
lished statistics but faintly indicate anything of value for the 
practical purposes of comparison. 

Can any factor in school administration be more important 
than the existence of standardized and classified facts compiled 
scientifically and methodically for the purposes of comparison? 


In the presentation of statistics, there are two common 
methods employed: 

1. By adhering strictly to an exposition of facts, classified 
under salient heads, in condensed form, and exhibiting such 
continuity or sequence in time and event as to show clearly, 
and without embellishment, a result, the origin and authenticity 
of which is not subject to doubt or surmise. 

2. A second method is frequently adopted by speculative 
statisticians who use as a basis the accounts of a fiscal period, 
and, by process of extreme analysis, endeavor to build a statis- 
tical fabric with the object of proving or disproving certain 
theories. 

A plain relation and classified presentation of principal facts, 
as depicted in the first mentioned plan, is immeasurably prefer- 
able, inasmuch as the plain truth thereof is sufficient for the 
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mind of any average individual to grasp, and adequate for the 
purposes of mental comparison and conclusion. 

The second method, while based upon a foundation of fact, 
is, as a rule, so colored or accentuated in many ways, and so 
burdened with unnecessary detail and abstruse analysis, as 
rather to mislead the open-minded observer who is seeking facts 
only, and lead him to accept what may be erroneous or biased 
conclusions, thereby falling short of a comprehensive grasp of 
salient facts and truths. 

It is quite common for those unfamiliar with school ad- 
ministration to compare large school systems with large business 
corporations. 

It is submitted that a school system cannot be compared 
equitably in any sense with a business corporation. A school 
system is not a capitalized corporation, and therefore does not 
exist for the purpose of producing a profit to stockholders, 
which ts the object of a business corporation. On the contrary, 
its sole object is one of education; and its assets are not subject 
to depreciation or appreciation in the same sense as those of a 
business corporation. Its disbursements, aside from those for 
assets, are for the maintenance and operation of its properties, 
expenses of administration, and for such purposes as may be 
distinctly applied to educational cost. 

In other words, the business of a school system commences 
to diverge at the point where that of a private corporation or 
business really begins; viz., after the conversion of cash into 
another and more workable form of asset. 

Starting at this point; 7.e., where the “plant’”’ has been ac- 
quired, while a manufacturer may be able, by judicious buying 
of raw material and by the economical working of the same, 
always to produce finished articles at a minimum of cost, it would 
be absurd in the school system to limit the cost of educating, 
for example, a foreign-born, non-English-speaking child to the 
per capita rate which might be found to apply to a child of 
educated American parents. 


To attempt accurately to measure and compare the educa- 
tional result, it would be necessary to consider relatively such 
factors as the education and instincts of parents, home life and 
opportunities of the children, their mental and physical con- 
dition, their comparative ages, the duration of their school life 
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up to the point of comparison, and the education they may 
have absorbed by contact, most of which elements are more 
nearly questions of individual judgment than of fact. 

The only medium of educational measure appears to be an 
examination in certain subjects acquired by rote, and it would 
be manifestly absurd to contend that because two children had 
passed the same examination—and the educational result there- 
by determined to be the same—the gross per capita costs should, 
of necessity, be also the same. It would be likewise absurd to 
argue that equal per capita expenditures had produced equal 
educational results. 

A practical knowledge of the foregoing conditions would seem 
to lead logically to the preparation of statistics based only upon 
facts, the sources and authenticity of which, as stated before, 
are beyond question. 

There are certain facts and features which are common to 
all school systems, whether great or small, and when reduced 
to statistical form may be classified under a comparatively few 
heads, and yet, when placed in parallel, furnish a vast amount 
of information available for purposes of true comparison; for 
instance, the accounts of properties, which may be indicated 
as follows: 

1. Showing the conversion of cash into a property asset— 
purchase of sites. 

2. Showing the conversion of cash into another property 
asset—school buildings and original permanent equipment. 

3. Maintenance of such properties—annual cost of disburse- 
ments for repairs, replacements, etc. This item should be re- 
garded as a practical offset to depreciation, in the sense that it 
should represent approximately the annual cost of up-keep, 
sufficient for the purpose of maintaining the school plant in at 
least its original condition of efficiency. 

4. Operation of such properties—including the various items 
incidental thereto, such as janitorial services, sanitary supplies, 
machinery supplies and fuel for heating the building, etc. 

Property items should be regarded as separate and distinct 
from the direct cost of education, and should not be included 
in any per capita cost, for the reason that, while such items of 
themselves are comparable to a degree as between school sys- 
tems, any division of investment, maintenance or operating 
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charges into per capita costs, either by themselves or in com- 
bination with directly educational charges, leads to incongruous 
and misleading results. For instance, let us take conditions in 
a great city and compare mentally the cost of a building and 
its site, in a strictly urban part thereof, with another in the 
suburbs with its more easily constructed building and less valu- 
able site, but with similar seating capacity. Again, compare 
the same buildings so far as relates to the physical and educa- 
tional use of the same. One may have facilities for an elementary 
school, lectures, playgrounds, cooking rooms, laboratories, work- 
shops, baths, etc.; the other building, with same seating ca- 
pacity, may merely contain the requisites for conducting an 
elementary day and evening school. 

How could the cost be practically, and not theoretically, 
segregated into the several activities? And yet the proposition 
has been seriously advanced, and has even found favor in spots, 
where quantity of statistics is considered more desirable than 
quality and logical presentation of facts is subordinated to 
thoughtless desire to produce a mere arithmetical computation 
of useless character. It is quite possible to enter so largely into 
the statistical field as almost to render the production of statis- 
tics superior to or more important than the conditions or facts 
which give rise to them. 

To a large extent the same principle applies to the main- 
tenance and operation of the various school properties; such 
items should have no place in combination with strictly educa- 
tional expenses, but should be treated separately—comparable 
in volume but not by unit. To emphasize this point, compare 
mentally a school building, occupied to the extent of its normal 
capacity, with another such building which is overcrowded. It 
would follow that the more congestion existed the lower would 
be the per capita cost of maintenance and operation, and, from 
a statistical standpoint, the school building with normal condi- 
tions would suffer by comparison. In the foregoing example a 
single school plant has been taken as the unit for illustration, 
on the ground that the application of a false principle in one case 
is sufficient to emphasize the error in the whole. 

Having treated of the school plant and the maintenance and 
operating expenses, the most important item of all comes into 
view, namely, the object for which the community has invested 
its money—public education. 
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What activities are maintained, and what are the items of 
tangible expense or cost which can be directly charged to each 
without entering into the realms of speculation or apportionment? 

The main items of strictly educational cost comprise teachers’ 
salaries, books, maps, stationery, ‘supplies, libraries, etc., and 
may be applied directly to every educational activity, and, if 
such group of expenses becomes standardized, would be com- 
parable as between all school systems throughout the land, from 
the smallest district to that of the largest city. Real, equal and 
understandable elements would be brought together and the 
cost of educational activities could be compared function by 
function, without any mental reservation or feeling that in- 
congruous factors entered into the figures. 

With a fixed formula for the computation of attendance, 
and only standard items of expense common to all school sys- 
tems included, educational per capita cost would cease to be 
illusive and would mean something. 

Administrative cost comprises the compensation of all officers 
and employees engaged in the control of the school system but 
not attached to any particular school activity. To this should 
be added the incidental expenses of school control, such as 
printing, supplies, etc., of the administration itself. 

The expenses of administration may be classified as follows: 

1. Educational administration or professional control, such 
as salaries of superintendents, examiners, etal.,and their expenses. 

2. Physical administration, covering the salaries of officers, 
clerks and other employees and their expenses. 

Administrative expenses are not distributable in a practical 
sense, and are comparable only as to volume. Even this method 
of comparison may not be quite as illuminating as might be 
wished for, because methods of control of school systems are 
widely divergent, which would seem to indicate, when preparing 
statistical reports, the desirability of adapting some form of 
statistical statement, other than figures of cost, which will 
indicate the salient features of organization and control. 

It has been stated before, in other words, that a school 
report would be incomplete if confined to just one of the com- 
ponent parts, which, when combined, form a perfect school 
organization, viz., the educational, the fiscal and the physical. 
A statement showing the cost of a school plant would fall short 
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of its true purpose if there failed to be shown, in connection 
therewith, what the plant consisted of. A school building cost- 
ing $200,000 or $300,000 would appeal to the citizen on the 
ground that it represented a large investment, and it may even 
occur to him that it is too large, in the absence of information 
as to its size, location, construction, appurtenances, equipment 
and the various features which are to be found in our best and 
most modern edifices. It seems proper, then, to furnish the whole 
story, and place in close connection, or even in parallel with the 
cost, such physical facts as are important and serve to justify 
and explain the object and nature of the expenditure. The 
same principle applies in connection with the maintenance and 
operation of school plants. If the various educational uses of 
a building are shown in combination with the figures of attend- 
ance of each activity, the reason for increased or enlarged 
expenses under either or both heads becomes comprehensive. 

Dr. Brown, the United States commissioner of education, 
has already won the enthusiastic support of the principal school 
accounting officers in the country, and if he can secure interest 
and valuable assistance in the great work of revision and 
standardization of school statistics, the success of the proposi- 
tion is assured. He deserves our united support. 

The association which I have the honor to represent is de- 
sirous of co-operation and sympathy in this movement, and 
suggestions and ideas along constructive lines would be appre- 
ciated. Much is heard on the subject of “uniformity’”’ until 
that word has become abused. Practical school people know 
that uniformity in educational matters is impractical, and if, 
in a sense, such a condition were possible, it would be inexpedi- 
ent and unnecessary. However, we can, with propriety, agree 
on standard methods of accomplishing some things which will be 
to our mutual interests and help, and, after having so agreed, 
friendly competition as to how best to perform our respective 
tasks may prove of some value in the cause of public education. 
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Reserves and Sinking Funds 
By C. V. Rowe, C.P.A. 


Consideration of the subject of reserves and sinking funds 
brings up at the outset the much vexed question of accounting 
terminology. In accounting practice the terms “reserve’’ and 
“fund’”’ are used indiscriminately on both sides of the ledger 
and balance sheet, without any certain specific meaning attach- 
ingtothem. For instance, it is not at all unusual to find a credit 
account representing depreciation of an asset value styled 
“depreciation fund.”” ‘‘Fund”’ is certainly a misnomer in this 
instance, for there exists no fund, as the word is usually under- 
stood, meaning something tangible and convertible, hence 
necessarily in the nature of an asset. What really is represented 
is an offset to some debit account from which the amount set up 
as “depreciation fund” is to be shown as a deduction on the 
balance sheet. However, such prominent authorities as Pixley 
and Dicksee sanction, in some instances, the use of the word 
“fund’’ in credit accounts. On the other hand, where a fund 
does exist by an investment made for a specific purpose, it 
occasionally appears under assets styled as a “reserve”; for 
example, “bond redemption reserve,’’ and bankers sometimes 
use the word as a comprehensive asset term to include cash and 
currency in hand or immediately available. While such confu- 
sion exists as to the meaning of terms so constantly in use 
balance sheets must continue to be more or less of an enigma 
to the public, and even require careful consideration by the 
professional accountant to be properly understood. 

The American Association is taking up the question of 
terminology, and from this source we shall, no doubt, ultimately 
obtain fixed meaning for all accounting nomenclature, including 
the words forming the title to this paper. 

It would certainly be convenient if the words were invariably 
used in the following sense: 1°, “Reserve,” to signify (a) any 
portion of surplus profits set aside or ‘‘reserved’”’ for a specific 
purpose, as, e.g., to provide by increments for an increase or 
renewal of plant, etc., or to quote from Professor Hatfield in 
Modern Accounting, “‘where an increment of assets is withheld 
from distribution to the stockholders or proprietors’’; (b), where 
accounts are set up to offset other accounts on the reserve side 
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of the ledger, as ‘depreciation reserve.’’ 2°, ‘“ Funds,”’ where 
an investment has been made whether for a specific purpose or 
otherwise, as “bond redemption fund.’’ This paper is written 
as if these were two established terminology rules. 

It is assumed that the most interesting phase of the subject 
is with respect to reserves and sinking funds in connection with 
bond issues, but before proceeding to that important part of 
the discussion, it is probably worth while to devote a short time 
to the consideration of reserves of an unusual or special nature. 

We all of us in the course of our professional work are con- 
fronted with problems not covered by the many excellent works 
that have been written on accounting subjects. The field is so 
large and conditions are so varied that even when the profession 
of accountancy shall have extended its present comparatively 
short existence in this country, and become enriched with more 
technical literature, the same condition must to a large extent 
apply. If we, as accountants, were to state any unusual problems 
that have come before us in our work, it would be to mutual ad- 
vantage. There is almost invariably more than one way of 
solving any accounting problem and properly recording the same. 
What we, without doubt, all wish is to obtain the desired end in 
the very best and most efficient manner. Discussion and ex- 
change of ideas with our professional brethren will surely aid in 
attaining this end. 

In connection with the subject of reserves, there will follow 
two instances, from actual accounting practice, of what appear 
to be unusual provisions that had to be recorded. It will 
probably be conceded that, generally speaking, all transactions 
affecting existing accounts should appear on the accounting 
records, although such transactions may be contingent and in- 
complete, and although in the case of a corporation, details may 
appear on the minutes of directors’ or other legal meetings. 
A pause may be made here to state that this is a matter on which, 
as a rule, bookkeepers and professional accountants differ, and 
that, in favor of the former, it must be admitted that to record on 
the books of accounts certain agreements that may be entered 
into, involves methods that appear cumbrous; moreover, there 
are certain definite agreements that cannot well be recorded in 
the accounting system—such as leases, options, etc. Then 
where is the line to be drawn? This appears to be encroaching 
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on what might well be a subject for another paper; so let us get 
back to the matter in hand. : 

The first instance of an unusual provision that was to be 
stated, was in connection with an institution heavily endowed 
both as to equipment and revenue-producing property. One 
of the conditions of the endowment deed of trust was that only 
income from investments should be used as revenue, and the 
capital endowment was to remain intact. The intention was 
to provide a permanent revenue, and, therefore, all revenue- 
producing assets at the time of the bequest would have to be in- 
vested for all time with the intention of furnishing revenue. A 
large proportion of the investment was in railway bonds, and of 
these certain were bought in periodically by lot by the issuing 
company. Several of such retired bonds were the property in 
trust of the institution mentioned. At that time the trustees 
were expending considerable money in making improvements 
(which by the terms of the bequest had to be paid from revenue) 
and, on account of this unusual expenditure, they needed to use 
the proceeds from retired bonds for current expenditure. In 
other words the trustees borrowed from capital endowment, and 
were fully justified in doing so, being sure that just so soon as the 
unusual disbursements ceased they would be able to reinvest 
from receipts from current revenue. Moreover, there were other 
current revenue assets unrealizable at that particular time. 
Here then was an apparent but not real impairment of capital 
endowment. The entries made to set this up charged capital 
endowment redemption reserve and credited endowment 
capital loan, with the intention of closing the latter into revenue 
account, and showing the former as a balance sheet item repre- 
senting temporary impairment of capital endowment. 

The second instance was when the accounts of an industrial 
concern, which wished to have their bond issue underwritten, were 
being investigated for some bond underwriters. In the course 
of the investigation, leading questions disclosed that, although 
in no way apparent from the books of accounts or minutes of 
directors’ meetings, a number of accounts receivable not then 
due, were in fact assigned contingently to a bank for cash 
advances. To set up this condition, the bookkeeper was told 
that he should make an entry charging Bank Contingent account 
and crediting Reserve for Accounts Receivable Hypothecated. 
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The bookkeeper objected in toto, using the arguments previously 
noted in this paper, and, as it appeared, intimating also with 
respect to the latter account, that the use of any title beyond 
the range of his vocabulary was not in conformity with practical 
bookkeeping. 

In taking up the branch of the subject which deals with bond 
issues, some consideration of bond issues from a financing point 
of view appears advisable. Greene’s “Corporate Finance”’ is 
an excellent treatise in this respect and the following excerpts 
from this work are interesting and instructive: ‘‘The American 
law and the wording of American railway mortgages state the 


_ lien to be upon the property, but, commercially speaking, this is 


not correct ; the mortgage is really upon the company’s revenues’’ ; 
and again, “ The railway mortgage repeats in the strongest legal 
phrases the supposed fact that if interest or principal is not paid 
when due, or if any other condition is not complied with, then the 
mortgage shall be foreclosed and the property sold to the highest 
bidder. This is legal fction.’”’ To support this conclusion he 
goes on to explain the powers of the judiciary to appoint re- 
ceivers and the effect this has upon the security of the bond- 
holders; then, to quote from aonther part of the book, ‘“‘Some 
of our older railway mortgages provide for a sinking fund. The 
sections relating to such funds usually provide that a certain 
sum shall be set apart to be paid to the mortgage trustees. 
These sums are to be invested in the company’s bonds of the issue 
to be thus retired, either by purchase in the open market or more 
commonly at a price fixed in the mortgage, the particular bonds 
required being drawn by lot and the result advertised in the daily 
papers.”” Then, after dealing with other methods in which the 
sinking fund may be used, Greene states, ‘When railway com- 
panies are in good credit, or when the mortgage containing sink- 
ing fund clauses covers property conceded to be worth more than 
the bonds, the establishment of such funds is a financial mis- 
take,” and proceeds to give reasons for this opinion. Later he 
says: ‘‘The payment of corporation debts from corporation 
revenues is, generally speaking, impossible in practice. Hence 
it is assumed—by large railways systems for illustration—that 
when an existing mortgage matures the company will be able to 
borrow new money to pay off the old, and perhaps at a lower 
rate of interest. Sinking funds for such a purpose are un- 
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necessary, though as a matter of formal obligation they may be 
kept up by companies in good credit. . . . Other com- 
panies may be subject to extreme fluctuations in profits or, like 
mining corporations, may have a certain number of years to run 
when their business opportunities will be exhausted. In such ° 
cases sinking funds fulfill a proper purpose—that of guarding 
the interests of the mortgagees and should be insisted upon. 

The accountant is more concerned with the proper setting up 
of accounts in accordance with agreements actually made, than 
in the fiscal policy which determines such agreements. How- 
ever, it does seem unnecessary where a sinking fund is to be pro- 
vided, to stipulate also that such fund shall be from income. 
Some writers state that the provision is to prevent all surplus 
being paid away in dividends so that sufficient funds would not 
be available to provide the sinking fund increment, but as 
failure to provide this increment would justify foreclosure pro- 
ceedings, any such action would in a financial sense be suicidal. 
It is claimed also that if the payment to the fund were from 
borrowed money, it would be to the detriment of the bondholders, 
this being in line with Greene’s previously quoted statement that 
the mortgage is really on the company’s revenues. There is 
one phase of the subject that I have not seen commented on 
anywhere; that is, a hypothetical case in which the company 
would not have sufficient surplus to provide the necessary in- 
crement to sinking fund. Possibly it was this contingency that 
the framers of the mortgage had in mind, in giving the bond- 
holders the right under such circumstances to foreclose for the 
purpose of reorganization under better management, which 
would mean maintenance of the value of their securities. 


With respect to accounting methods, where the trust deed 
stipulates that a sinking fund must be provided from income, is 
it necessary to credit a reserve account from income? There is 
considerable difference in opinions and precedents. Mr. James 
T. Anyon, C.P.A., in an article, ‘Sinking Funds and Reserve Ac- 
counts,” in the January, 1909, number of THE JOURNAL OF 
ACCOUNTANCY, expresses the opinion that for a sound company, 
whose net earnings are available each year and can be applied 
without any impairment of its financial position to the payment 
of its fixed charges, sinking fund installments and other purposes, 
it is not necessary to make a reserve from income, although he 
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recognizes the necessity of setting up a liability by a transfer 
from income to reserve if a company should not be able to make 
the investment to sinking fund required by the deed of trust, 
because the funds representing net income would be required for 
other purposes. As to the latter, there cannot be two opinions 
as to the necessity of setting up the liability. It would be the 
duty of the trustees to obtain some recognition of the fact and 
also some guarantee that the terms of the deed of trust would be 
shortly complied with. A logical question on Mr. Anyon’s 
opinion would be, if an unfulfilled obligation affects income, why 
does not a similar one that is fulfilled? 

Seymour Walton, C.P.A., in an article under the same title in 
the October, 1908, number of THE JOURNAL OF ACCOUNTANCY, 
states very decidedly not only that there is no necessity to set 
up a reserve account, but that it is incorrect todo so. He sug- 
gests, however, that surplus could be segregated on the balance 
sheet in two sub-amounts; one “surplus fixed by dedication of 
proceeds to sinking fund,” the other “surplus free and available 
for dividends.’’ The objection to this method would be that 
other considerations affect the amount “free and available for 
dividends.’’ The balance after deducting the first item would 
almost certainly not be so available and to describe it that way 
would be misleading. On the other hand, to capitulate under 
the heading of surplus the various other increments not so avail- 
able would be exceedingly inconvenient and difficult. 

As opposed to these opinions, many railway companies and 
some of the largest corporations in this country, whose accounts 
are assuredly under able management and are audited and 
presumably approved in every respect by our leading firms of 
public accountants, adopt the system of settting up reserve 
accounts to offset sinking funds. 


If the transfer is not made from surplus, it is evident that the 
offset to sinking fund must be in the balance of surplus account. 
It is obvious that there are two economic conditions affecting the 
payment of dividends: First, the existence of sufficient ac- 
eumulated net income; second, possession of sufficient unappro- 
priated funds to pay them. Rarely, indeed, is a railway or in- 
dustrial company able, owing to the second condition, to pay 
dividends to an extent that would not leave a balance in surplus 
to more than offset the amount in sinking fund, after the latter 
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had been provided for. More often than not a large proportion 
of the net income of railway and industrial companies becomes 
capitalized or absorbed in floating assets’ Where a bond re- 
demption reserve account is set up, the capitalization of that 
amount is emphasized. 

If the final disposition of the account representing the ex- 
penditure of proceeds of the bonds could be known, it would aid 
in determining the necessity for providing a reserve. If, in the 
nature of capital, expenditure of a permanent nature and re- 
newals and upkeep have been taken care of, it may be desired 
when the bonds are all finally retired to set up a surplus capital 
account, as under a title which Professor Hatfield quotes in 
Modern Accounting from Dicksee, “‘ Accumulations from Revenue 
which have Provided the Wherewithal to Redeem Loans,’’although 
a shorter title, as “Income Capitalized by Bond Redemptions,” 
might be preferable. A credit to any such account would be 
facilitated by the fact that a reserve had been set up. If for any 
reason the expenditure has finally to be charged off as a loss, 
it would certainly be much better if a reserve had been set up, 
as any sudden reduction in the balance of surplus naturally 
calls for an explanation. But if the disposition of surplus is to 
be ascertained in the usual manner by comparison of the two 
sides of a balance sheet, there does not appear to be any logical 
reason for providing a reserve account. 

If the existing corporation income tax is declared to be legal 
or, as seems probable, is amended and becomes permanent, it is 
practically certain that a deduction for sinking fund increment, 
from gross earnings to produce net income, would not be 
sanctioned. However, it is possible that some of the returns 
may have gone through that way this year, as the government 
did not make a sufficient appropriation to enable the returns to 
be properly checked up and verified. 

If it is not necessary where a sinking fund is provided to set 
up a reserve for bond redemption, it is then equally unnecessary 
where there is no sinking fund, although there does not appear to 
be any reasonable objection to having a reserve, unless it could 
possibly be on account of income tax. The grounds for assuming 
this are that any enterprise may carry an ordinary mortgage on 
its property for a stated period, being well assured, the security 
being good, that at the due date there will be no difficulty in 
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renewing it, or it may be paid off at that time with the funds of 
the concern. The payment of dividends would be regulated in 
accordance with the foregoing, necessarily also with respect to 
funds available. Precisely the same condition may exist with 
respect to a mortgage securing bonds. The directors may or 
may not decide to withhold dividends as they intend to or not 
to take up the bond issue. If it were decided to make a provision 
from surplus for the purpose of retiring bonds, there surely could 
be no objection to making the intention known on the balance 
sheet by means of a reserve account. 
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Organization—Its Objects and Their Attainment* 
By Georce Epwarps, F:C.A. 


The word “organization’”’ has a general meaning which is 
so well understood, and has been so exhaustively elucidated by 
lexicographers and essayists, that it would seem unnecessary that 
I should take up any portion of your time in endeavoring to 
improve your fund of information upon the subject. The matter 
of interest to us at the present moment is that organization of 
which we, as representatives of the various Canadian societies 
of chartered accountants, are individual and corporate parts; 
and I shall endeavor, within the brief time at my disposal, to 
suggest for your consideration and discussion some phases of 
our newly formed relationship, and the possibilities for useful- 
ness opening up for that organization. 

A brief historical statement would seem to be a proper start- 
ing point for intelligent discussion. Organized accountancy in 
Canada dates back some thirty years, when in July, 1880, the 
Association of Accountants in Montreal was brought into exist- 
ence by a charter of the Quebec legislature. It was in the 
same year, and but two months previously, that the Institute of 
Chartered Accountants in England and Wales was granted a 
charter by the imperial parliament, under which a considerable 
number of local accountancy organizations were brought to- 
gether as an incorporated society. The Institute of Chartered 
Accountants of Ontario, which had existed as an unincorporated 
society since 1879, obtained incorporation in 1883. The Char- 
tered Accountants’ Association of Manitoba followed in 1886, 
and the Institute of Chartered Accountants of Nova Scotia 
received the authority for its existence in 1900. For the first 
twenty years, therefore, in the history of organized accountancy 
in Canada, these corporations were purely provincial or local in 
their character, and it is not known that any effort at co-opera- 
tion between these four societies was attempted prior to 1900. 

In 1901 the Dominion Association of Chartered Accountants 
was incorporated by the authority of the Canadian parliament, 
after a somewhat strenuous contest in which its promoters and 
all the existing societies took a more or less active part. The 
immediate result of the formation of the Dominion Association 
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was to set up a new and not necessarily harmonious authority 
for professional standards of competency, practice and conduct 
in the provinces where the existing provincial societies had for 
many years been carrying on their local work. The history of 
the next few years, with its instances of conflict of opinion and 
authority, may, in the light of the settlement arrived at recently, 
be forgotten, and it is not my purpose therefore to do more 
than allude to conditions which did not for a time promise peace 
and harmony to the Canadian accountancy situation. The mo- 
tive which prompted the formation of the Dominion Association, 
and the carrying on of its work upon independent lines for some 
nine years was clearly defined, but in the view of the many, 
hardly workable or practicable, in view of the conflicting inter- 
ests of the local societies. The representatives of each society 
contended for the point of view that they thought to be right, 
and out of a large store of experience and controversy our or- 
ganization, as it exists to-day, has signed an enduring treaty 
of peace with all the local societies—of which it will henceforth 
be composed—and in whose interests its energies and authority 
will be exerted. 

During the last decade there have come into existence the 
Institute of Chartered Accountants of British Columbia in 1905, 
and the Institute of Chartered Accountants of Saskatchewan in 
1908. These additions to organized accountancy leave only 
three provinces unrepresented, namely, New Brunswick, Prince 
Edward Island and Alberta. In these provinces the profession 
of an accountant seems hardly yet to have become a local neces- 
sity, the commercial demand having been supplied thus far by 
the chartered accountants of contiguous provinces. It is note- 
worthy, however, that the question is becoming a very live one 
in the province of Alberta, and an institute for that province 
will without doubt be the next addition to our family party. 

From the foregoing recital we may claim without being 
boastful that organized accountancy in Canada has already 
attained to a respectable maturity, and is entitled to have 
traditions of its own. 

A significant feature of organized accountancy in Canada 
at the present time is the unanimity with which all the societies 
named, both federal and provincial, have adopted the designa- 
tion “chartered accountant,” and have directed their attention 
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towards securing public recognition for that particular name. 
All of the societies but one include the word “chartered’’ in 
their corporate name, and the society which is the exception to 
the general rule has a statutory provision entitling its members 
to use the words “chartered accountant.” The unanimity 
among the societies in this respect is probably the most valuable 
asset which the Dominion Association now has upon which to 
build its superstructure as the guardian of professional interests 
in our Dominion. The name is one which already carries with 
it a definite implication of capacity, and the Canadian public 
have no other standard to-day by which to measure a public 
accountant. To the Canadian societies alone the credit must 
be given for this achievement. 

It may be of interest at this point to allude to some of the 
salient features of the agreement arrived at between the Domin- 
ion and the provincial societies, which are in the nature of defin- 
ing their relationship one to the other. The first and most im- 
portant feature is the method by which the membership of the 
Dominion Association is made up. The Dominion Association 
will have in future a membership which corresponds auto- 
matically with the combined membership resident in Canada of 
the provincial societies. Each member of a provincial society 
in good standing has his membership in the Dominion Associa- 
tion maintained for him by the local society to which he belongs, 
so long as he resides in Canada and is in good standing with his 
society. Such membership is maintained without any addi- 
tional expense to the member, all fees being payable by the local 
society qualifying him. By this simple provision the associa- 
tion is relieved from the necessity of making inquiries into the 
eligibility of persons desiring membership and from the large 
item of labor and expense involved in conducting its financial 
affairs and collecting fees. The local society attends to that. 
The all Canadian condition of membership is intended to mildly 
emphasize the purely Canadian character of the organization, 
and it is hoped that it will have the further effect of minimizing 
the foreign membership of all local societies. 

The association maintains the representative character of 
its management and control in the manner of electing its coun- 
cil. Representatives are appointed by the local societies, rep- 
resentation being according to a graduated scale of member- 
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ship. By no possible combination can any one society dominate 
the policy of the association, notwithstanding its preponderance 
of membership. To every local society comprising the associa- 
tion is assured in rotation the honors of office and the manage- 
ment of its affairs for a year, and thus it is hoped that an active 
interest will be maintained in its affairs by every local society. 

It was made a condition of the whole arrangement between 
the Dominion and the local societies that members of the former 
who were not also members of any provincial society should 
have the option of taking out a membership in the society 
having jurisdiction in the province where he resided, and it is 
gratifying to learn that out of a total of thirty-eight members 
of the Dominion Association, to whom this provision applies, 
less than ten have failed to take advantage of this stipulation 
in their favor. Of those who have failed to respond four are 
resident in provinces where there is no local society, and it is 
hoped that in due course these will qualify as members of a local 
society hereafter to be incorporated. This annual meeting, the 
first under the new auspices, meets under the most encouraging 
and harmonious conditions therefore, judging by the unanimity 
of the response to the plea for harmony and co-operation in 
the work of carrying out its future policy. 

Our legislative system in Canada necessarily determines in 
a very large degree the relations which must exist between the 
Dominion and the provincial bodies. Geographical conditions 
give emphasis to the relationship. 


These incorporated bodies derive no greater or wider powers 
than are possessed by the parliament or legislature incorporating 
them, either as to the extent of their jurisdiction or in the man- 
ner of exercising it. As the keynote or foundation of any pro- 
fession is knowledge, and as knowledge can only be gained by 
teaching, study and training, it would seem to be obvious that 
societies must first of all be educational in order that provision 
may be made for the public need of competent men to serve 
them as accountants. To be educational societies must have 
their powers defined accordingly, and Canada’s constitution as 
a self-governing colony provides that provincial legislatures 
shall have exclusive authority to confer such powers. Upon 
the provincial societies, therefore, devolves the duty of pro- 
viding and applying the educational tests, and they may not be 
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lightly interfered with in the performance of these functions. 
Nor have they the right to delegate their powers as educational 
bodies to the Dominion or any other body not within the control 
of the legislature incorporating them. 

The logical sequence to the exercise of educational powers 
would seem to be the placing upon the educated product some dis- 
tinctive mark or designation which will, when generally under- 
stood, command public confidence. It matters little what this 
distinctive mark may be, but two things are in any event essen- 
tial: first, that there shall be a common understanding of what 
is implied in the possession of the mark, and second, that the 
public shall not be confused by the multiplicity of such marks 
denoting varying standards of efficiency or no standard at all. 
It is therefore necessary to the success of any profession that 
there be one standard only, and that such standard be jealously 
safeguarded. When the power to maintain and safeguard such 
a standard of efficiency is conferred upon a provincial society, 
such society it seems to me is in the full enjoyment of all the 
privileges, and has assumed all the responsibilities, which ex- 
clusively appertains to it, and an organization deriving its ex- 
istence from federal sources may find ample opportunities for 
promoting the welfare of the profession and establishing its 
membership in the confidence of the public without usurping or 
encroaching upon these exclusive functions of provincial societies. 

In its practical working out, however, the successful accom- 
plishment of any plans which a federal corporation may com- 
petently undertake is so largely dependent upon the prerequisite 
of educational and professional standards as to render such 
plans non-effective without the co-operation of the bodies pos- 
sessing the necessary educational powers. That degree of co- 
operation has now been assured by the happy understanding 
arrived at within the past year, whereby all our provincial 
societies have assumed a new and joint responsibility, each with 
the other, and with a common aim. 

I have mentioned geographical conditions. I do not think 
I need elaborate the point. The impotence of an organization 
which endeavors to administer an expanse of territory four 
thousand miles in extent without the co-operation of properly 
constituted local executive bodies will be recognized by everybody. 

The part to be performed by the local societies has already 
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been defined. It is now for us to consider what remains for the 
larger partnership to accomplish. Broadly stated, the objects 
of organization by accountants in Canada, or elsewhere, should 
be twofold, namely, (1) to improve the standards of efficiency 
and practice, and (2) to render to the public efficient service. 

The Dominion Association of Chartered Accountants has 
been allotted a very important part in the process of attaining 
these objects. These functions are elaborated in the declaratory 
clauses of the by-laws recently passed, which reads as follows: 

(a) To secure the incorporation of provincial societies in 
provinces of the Dominion where none now exist; 

(b) To assist provincial societies in securing uniform legis- 
lation for the better protection and regulation of local 
professional interests; 

(c) To secure the adoption by provincial societies of uni- 
form standards of examination and membership; 

(d) To arrange for reciprocal privileges between provincial 
societies for the benefit of their members; 

(e) To consider questions of ethics. 

(f) To secure harmony of action in all matters affecting the 
common interest, and generally to act in an advisory 
capacity to the provincial societies. 

The first duty of importance devolving upon this associa- 
tion is to safeguard what it already has. I have already stated 
my belief that in the name “chartered accountant”’ the associa- 
tion has its most valuable asset. It behooves us, therefore, to 
consider how we may conserve the standard of a chartered ac- 
countant so that not only will the public derive increased con- 
fidence in those who conduct their business under that designa- 
tion, but so that there will never be the danger in Canada of 
an organization under another designation implying professional 
competency, strong enough or meritorious enough to secure the 
recognition of our parliament or of our provincial legislatures. 
The situation at the present time is entirely favorable to any 
effort we may wisely make in this direction. So far as I have 
been able to learn there is no movement of any sort within our 
Dominion having for its object the advancement of rival claims 
to public confidence in the matter of accountancy standards. 
In this respect we are probably where the English chartered 
accountants stood twenty years ago. 
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A brief reference to professional conditions in the British 
Isles to-day will serve to illustrate what may befall us in Canada 
if we do not act wisely and promptly in the matter of preserving 
to our Canadian people one uniform standard of competency in 
a public accountant. Perhaps a dozen professional accountant 
qualifying societies have been incorporated from time to time 
under the authority of the imperial parliament, and of that 
number five are chartered accountant societies having their own 
practically exclusive spheres of influence, and not visibly in con- 
flict. To this extent therefore the conditions in Great Britain 
and Ireland twenty years ago are analogous to what we have 
in Canada to-day, with the difference, that in Canada we have 
now the advantage of an association which has for its object 
the promotion of the interests of each of the local societies. 
More recently, however, there have been incorporated by “ memo- 
randum of association,’’ under the authority of the imperial 
companies acts, a number of other accountancy societies for 
which there appeared to be the necessity (assuming the fact of 
their existence) to find some distinctive name. These societies 
have each by aggressive campaigning for membership striven 
for sufficient importance to entitle them to clog the wheels of 
progress as the chartered accountant societies understand that 
question. None of the limited company societies have any 
statutory authority or charter right to confer distinctive titles 
upon their membership, yet it is a rare thing to find a public 
accountant in the British Isles who cannot affix three or four 
letters to his name, some of which require a search warrant to 
ascertain their significance. 

The difficulties now in the way of harmonizing the aspira- 
tions of the various British societies are too great to permit of 
any final adjustment which will inspire public confidence. So 
long as new professional accountant organizations can be licensed 
to overrun common territory and confuse the public mind with 
the evidences of their varying standards of proficiency, just so 
long will any adequate solution in the public interest remain 
an impossibility. In the United Kingdom the subject has been 
discussed ad nauseam until it seems as though the only solu- 
tion which can by any possibility satisfy everybody is a basis 
which virtually proposes to start over again and give equal 
recognition to every public accountant Who can show that he 
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has had an office of his own, whether he has submitted himself 
to any qualifying tests or not. The product of this arrange- 
ment is to be a registered accountant, and it seems probable 
that if this solution prevails much of the painstaking labor and 
effort to establish a competent class of men for the public benefit 
in the British Isles will have been thrown away. It is realized 
that the door—wide open for so long—must be closed sometime 
or somehow, and the way to close the door is a problem which 
is baffling the best minds in the profession on the other side of 
the water. 

It is clear that the time for intelligent thought and action by 
such an organization as we now have in the Dominion Associa- 
tion of Chartered Accounts is right now, while this Canada of 
ours is free from the ailment that afflicts the old land. There 
seems no good or sufficient reason why any of our Canadian 
provinces should have two or more kinds of accountants than 
that they should have two kinds of lawyers, doctors, dentists, 
or pharmacists. These professions have been well served by 
organizations having exclusive powers—monopolies if you will— 
under legislative control, and the public have come to know 
that their distinctive titles and designations are not subject to 
scrutiny for fear there should be a string or a tag upon them 
somewhere which detracts from their value. Nor has the exclu- 
sive character of the authority possessed by the professional 
organizations named, resulted in what is known as close cor- 
porations, for the fact is that these professions are accessible 
to everyone who may by impartial tests prove competency. 


It may be urged, therefore, that organization amongst Cana- 
dian accountants in the broadest sense will prove beneficial to 
the profession and to the public just in proportion as two definite 
lines of policy are kept in view and persistently advocated. 

The first line of action, it seems to me, should be to settle 
upon a wise and liberal policy directed to making available to 
the best men in the Canadian profession membership in our local 
societies. This policy should be arrived at only after a full 
consideration of the conditions which gave rise to the formation 
of the many accountancy societies in Great Britain, the exist- 
ence of which seems to have been the natural consequence of 
the unwise and dogmatic restrictions placed upon the member- 
ship of the English chartered society. 
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In the next place this association should endeavor constantly 
to keep in touch with the legislative authority of the various 
provinces and be prepared to supply the fullest and most defi- 
nite information at all times upon the subject of accountancy 
legislation in the public interest. By protecting the name and the 
standard, legislatures will recognize that they protect the public. 

If these two lines of action are developed and followed to 
their logical conclusion the association will be a tower of strength 
to Canadian accountancy interests. We have now the best 
facilities, as societies, for acquiring the experience of other Cana- 
dian societies, and of studying the history and experience of 
foreign societies, and this opportunity is afforded us at a time 
when most rapid progress can be made and when there are the 
fewest possible hampering conditions. 

It seems proper that this association should make some 
definite pronouncement upon the question of its attitude to- 
wards non-Canadian societies. We should and do entertain for 
every non-Canadian society, having objects similar to our own, 
feelings of respect and good will. We have learned something 
from their experience. We have welcomed and will continue 
to welcome to the membership of our Canadian societies com- 
petent accessions from their ranks, and we hope that one day 
there will be a reciprocal understanding of a far-reaching nature 
which will demonstrate the universal brotherhood of accountants. 


Such promise of fraternity is, I regret to say, not being 
promoted by what apparently has become the settled policy of 
the two great English societies of meddling continually with 
legislation with which they have no proper concern. No one 
knows or ought to know better than they that their charters 
give to them no legal status outside of the United Kingdom, yet 
the history of Canadian legislation is encumbered with a record 
of attempted obstruction by these two societies, which I am 
pleased to say has been abortive. It is difficult to understand 
upon what grounds success for such attempts was ever expected. 
One can well imagine the uproar which would occur were this 
association or any of our Canadian societies to appear at West- 
minster in opposition to legislation affecting British societies. 
But, perhaps, our English friends will say that this is a different 
matter. The consensus of unofficial view by British account- 
ants would certainly be that any such action on our part was 
ill-advised and unfriendly. 
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But, notwithstanding, we have treated their representations 
with courtesy, and as the record shows, our Ontario society has 
paved the way for further reciprocal relations to a point that is 
without precedent in the history of accountant societies. 

The policy of this association should be firmly to resist every 
attempt at official aggression by non-Canadian societies which 
cannot be reached by Canadian law or authority. 

In like manner, our Canadian societies or this association 
must not meddle in non-Canadian business, and our members 
should be asked to understand that whatever privileges we as 
component parts of the Dominion Association may arrange among 
ourselves and for the convenience of our members, these privi- 
leges do not extend beyond the bounds of confederation; and 
if they should ever be tempted to presume upon their Canadian 
status across the water they will be heartlessly abandoned to 
any fate which a royal charter or a memorandum of association 
may devise for their undoing. A practising accountant ought 
always, as a matter of both duty and courtesy, to subscribe to 
the tenets and be amenable to the discipline of the society 
having jurisdiction in his chosen field of activity. 


Of hardly less importance is the consideration of the attitude 
which our association ought to maintain towards its constituent 
societies. I have already pointed out how entirely its oppor- 
tunities for usefulness depend upon a due respect for the well- 
established authority of the provincial bodies in their own 
jurisdiction. It should be laid down as a broad principle of 
government, that the Dominion Association cannot ever have or 
maintain an attitude of hostility toward any of its component 
societies, for from the nature of the case the representatives of 
each society will seek to avoid creating a precedent for interference 
in their own domestic affairs. Upon this fundamental under- 
standing rests the best promise of usefulness for the Dominion 
Association. 

The experience and standing of the older societies will render 
them competent to advise, but whether such advice is acted 
upon will depend, and very properly so, upon its adaptability 
to local conditions and needs. It is, moreover, quite conceiv- 
able that the youngest society in the association may supply 
counsel and assistance of great value to its seniors. 

The objects and powers stated in the act of incorporation of 
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our association, if read in a broad and liberal spirit, are not, I 
think, at all inconsistent with the theory of their exercise through 
the component societies. The association is bound to employ 
only lawful means, and wherein there appears to be a doubt as 
to the extent to which the association may legally proceed on 
its own account, there will never be the disposition to invite 
controversy, when these objects and powers may be achieved 
through the provincial societies without the possibility of 
criticism. 

To create, equip, protect and assist local societies is there- 
fore the all-important function of our organization, and if its 
work is well done, I predict that the profession of accounts in 
Canada will in due course attain to a position of dignity and 
influence which will transcend its status even in the mother 
country. 

It is not my province to deal with the special phases of our 
work as an association which are more particularly referred to 
in subsections (b) to (f) of the declaratory provisions of our by- 
laws, as the consideration of these questions comes more properly 
within the scope of the paper which is next on the program. 
I will content myself with this general observation, however, 
that all progress to be substantial must have the effect of pro- 
moting a common viewpoint for all the societies upon whatever 
makes for the upbuilding of Canadian interests. 

To have been permitted to contribute, however little, to- 
wards the unification of Canadian accountancy will always be 
to me a source of gratification and pride, and the further reflec- 
tion, that henceforth the best thought and judgment of the most 
thoughtful and judicial minds in the Canadian accountancy pro- 
fession—from the farthest east to the farthest west—will be 
working in one direction, harmoniously and without the possi- 
bility of clashing interests, seems to afford ample guarantee that 
our association will in due course carry to complete success 
that program of unification which is the main purpose of 
its existence. 

In closing I wish on behalf of the Ontario Institute to em- 
phasize the heartiness with which we welcome to our beautiful 
city and province our friends from other parts of the Dominion, 
and to express the hope that you will carry away with you 
only the pleasantest recollections of your visit. 
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Currency-Banking and Accountancy 


By GARRISON 


The field of accountancy is wider than that which embraces 
the operations covered by the most comprehensive definition of 
that science. It embraces the whole range of commercial and 
political reform. 

In most civilized countries the functions of banking are 
closely allied with the primary functions of production of wealth 
and its normal exchanges. In this country this alliance is very 
loose and banking lends its support rather to speculation and 
concentration of control. This condition arises from the funda- 
mental constitution of banking systems, rather than from any 
vperersity or stupidity on the part of individuals. 

In well organized countries the circulating medium—currency 
—breathes with production and normal exchange of commodities. 
That is, the very operations which create the necessity of currency 
furnish the security on which the currency is based. A sells a 
bill of goods to B. B accepts A’s draft for the amount. A 
takes the draft to his bank, signs his name as guarantor and the 
bank loans him “money” upon it as security. If the bank is 
short of ““money”’ it may endorse this draft and sell it to some 
stronger bank and this process may continue until the draft, 
with many others, reaches the great central bank with the re- 
quest that some new “money”’ be printed and paid to the last 
endorsing bank for it. 

It is obvious that if we had such a system, sound business 
operation would not be blocked by money scarcity just when and 
because business—sound business—became better than it had 
ever been before. It is also obvious that wild schemes would be 
more likely to be nipped in the bud, because an illuminating and 
certified balance sheet of every party to the draft would have to 
be shown to the next one higher up in order to secure its progress 
through these various stages. 

This “money” later comes back to the banks through the pay- 
ment of these accepted drafts or acceptances, when they fall due, 
and unless there is a demand for its use, it gets back to the bank 
of issue and is destroyed. Its value, while out, has depended 
upon the necessity of its existence to facilitate exchanges, its 


286 


| 


Currency-Banking and Accountancy. 


representation of bona fide business transactions as evidenced by 
acceptances and the fact that the public knows that the central 
bank owns a large amount of gold which will be exchanged for 
printed ‘“‘money’’ whenever any holder thereof so desires.* 

Thus the manufacturer or the wholesaler abroad may extend 
as much and as long credits as we do, but his customer gives him 
something more than an open book account as evidence of in- 
debtedness and intended payment date. This evidence—the 
acceptance—makes good material for the banking machinery 
and the seller is therefore relieved of the great burden, which 
becomes insupportable in panic times, of loaning out his capital 
in the form of goods with no certainty of being able to cash 
these loans through the banks. 

The reason that our currency is bad is that it comes into 
existence in bunches and is never retired. It does not breathe 
with the operations of production and normal exchange. It is 
a greater evil to have too much currency than to have too little; 
both are bad, and unless currency and production coincide in 
proportionate volume, the one arising out of the other, we are 
very likely to have too much or too little. Our history proves 
that where currency and production do not travel together the 
result is like the progress of a pair of balky horses—first one 
takes a plunge and then the other. 

When there is more currency than sound business requires, 
the banks are naturally anxious that it shall not lie idle, under 
our system, and speculation and unsound methods are encouraged, 
in which operations the few are lucky, and thereby get more and 
more control of the political and commercial machinery into their 
hands. 

When production again becomes very active it usuallly leads 
to a period when the currency begins to seem to be inadequate 
to its requirements—credit becomes strained, confidence fails 
and panic ensues. Here again the lucky few get a still tighter 
hold. 

It is from this ever-strengthening hold of the few that a large 
proportion of our political and commercial unbalance results, 
and it is this that affords the great opportunity of undue in- 
fluence and corruption. 


*Readers desiring full information as to the machinery of sound banking 
are referred to the writings of Mr. Warburg of Kuhn, Loeb & Co. 
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In foreign countries the sound principles of accountancy 
stand as the unfailing support of proper banking and commercial 
life, and no man who is ignorant of them is deemed worthy of 
great trusts. 

In the United States panic will succeed panic, the few will 
get a stronger hold and political and financial unbalance will in- 
crease until the evils become so great that one of two things will 
result: either a supposedly benevolent despot will be chosen 
or a sound banking currency and commercial system will be 
adopted. 

It is for this latter and greater outcome that the accountants 
of this country must prepare themselves, for when it comes their 
responsibility and legitimate opportunity will be very great. In 
the meantime much can and should be done by each man who 
calls himself an accountant, to edcuate, first, himself, and then all 
with whom he may come in contact, in the foundation principles 
of currency science. 

The immediate opportunity of the accountant lies in the 
education of the commercial world to the use of acceptances 
backed by sound and illuminating balance sheets. There are 
many enterprises which could secure sufficient banking support 
to enable them to buy for cash and get out of the debtor class if 
they would induce their customers to cover their accounts with 
acceptances. Every enterprise that accomplishes this, on a 
sound balance-sheet basis, renders the probability of a credit 
panic more remote and helps to facilitate the establishment of 
a sound banking system. 

In working for such an outcome the accountants of the 
country are doing yeomen’s service, not only for their business 
associates but for the success of the democratic-republican form 
of government under which we live. 
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EDITORIAL 
The Currency and Banking Problem 


All accountants should read Mr. Garrison’s brief and clear 
discussion in this number of the relation of the currency to 
accountancy. The subject is one of the greatest importance, 
and will doubtless very soon be a national issue of the liveliest 
character. For nearly fifty years business in the United States 
has been handicapped by the use of a bank currency based 
upon government bonds. Furthermore, the banks themselves, 
through inability to take advantage of the liquid character of 
their assets by rediscount, have been constantly exposed to the 
perils of stringency and panic. As a result, although the per 
capita circulation of money in this country has been steadily 
growing larger, and although the total cash reserve carried by 
our banks is much larger than that of any other country, never- 
theless our business men have been constantly exposed to em- 
barrassing variations in the rate of interest and to periods of 
famine in the supply of loanable funds. The ebb and flow of 
cash between the country districts and the financial centers 
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have given a constant stimulus to unwholesome speculation in 
the stock and produce markets, on the one hand, and in western 
lands and mines on the other. 

Stated in its simplest form, the financial problem in the 
United States is threefold: first, to make the hand-to-hand 
currency elastic and responsive to the needs of business; second, 
to give to the banks the power of converting their liquid assets 
into cash without injury to themselves or to business interests; 
third, to give to the entire banking system of the country unity 
and solidarity. 

Economists and experts in banking have long been insisting 
that the simplest and safest solution of this problem was by 
the creation of a central bank of issue, whether under govern- 
ment or private control. All the great countries of the world 
excepting the United States have such banks, and as a result 
have suffered from crisis and panics far less than the United 
States. The Bank of England, although its power of note issue 
is of little avail, since it cannot issue notes except in exchange 
for gold, has nevertheless proved a bulwark to the English 
financial system and by its control of a comparatively small 
reserve of gold has given stability to the most extended and 
delicate credit system in the world. The Bank of France, with 
its large power of unrestricted note issue, has for years kept 
French finance as placid as the surface of a mill pond, the rate 
of discount varying only a fraction from year to year. The 
great government banks of Germany and Austro-Hungary have 
done the same for their countries. In Canada, a half-dozen 
large banks, with branches all over the Dominion, have main- 
tained a stable and uniform rate of interest and have been able, 
despite the rapid increase in industrial and agricultural wealth 
during recent years, to prevent disastrous speculation or over- 
extension of credit. 

In the United States, on the other hand, the people have 
been dependent upon isolated and independent small banks, 
each compelled to rely upon its own resources and its own re- 
serve whenever danger threatened. Here there has been utter 
lack of union and leadership in finance. Now we have had 
congestion of funds in the east and consequent booms and price 
inflation; now congestion of funds in the west and south and 
consequent stringency in the east. There has been no institu- 
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tion with any power of control, with interests extending all 
over the country, with strength sufficient to give relief to the 
weak, or with a sphere of operation so broad and varied, so 
national in character, as to be in a position to foresee and avert 
disaster. 

The National Monetary Commission created by Congress 
nearly two years ago is now publishing the results of its investi- 
gations. About a dozen volumes have already appeared and 
some of these are exceedingly valuable contributions to our 
literature on finance, containing as they do descriptions of im- 
portant foreign financial and banking systems. The volumes 
are sold separately at cost price, and it is to be hoped that they 
will have a wide circulation. 


It is generally believed that the members of the Monetary 
Commission strongly favor the establishment in the United 
States of a central bank of issue. There is also a growing senti- 
ment in banking and business interests in favor of such an in- 
stitution. In 1906 the New York Chamber of Commerce 
adopted almost unanimously the report of a special currency 
committee favoring the creation of a central bank under govern- 
ment control. A special currency committee of the Merchants’ 
Association of New York has just reported in favor of a central 
bank in the control of which the government shall have repre- 
sentation, although the proprietary interest, which is to be 
confined exclusively to the banks of the country, is to have 
dominant power over its operations. The plan favored by the 
Merchants’ Association is that commonly known as the War- 
burg plan, having been prepared by Mr. Paul M. Warburg, who 
is a member of the Merchants’ Association Committee. Any 
of our readers can obtain a copy of this plan and of other bank- 
ing literature by sending a request to the secretary of the Mer- 
chants’ Association. THE JouRNAL is of opinion that this 
problem is one which accountants should study and under- 
stand, and in the solution of which they should play a prominent 
part. As Mr. Garrison points out, accountancy is the founda- 
tion of sound credit. The credit system of the United States 
is in need of thorough revision. This is a task not merely for 
the bankers. It concerns business men even more than bankers, 
and in the work many details are involved which demand the 
accountant’s knowledge and skill. 
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Rhode Island’s Recognition of the Certified Public 
Accountant 


At the last session of the Rhode Island Legislature an amend- 
ment to the law relating to savings banks was enacted, under 
the terms of which the trustees of every savings bank are re- 
quired to have a thorough audit made at least once a year by 
a certified public accountant of the state. The accountant is 
to be selected by an auditing committee of two trustees, of 
which neither the treasurer nor any member of the board of 
investment shall be members. A duplicate of the accountant’s 
report must be sent to the bank commissioner and be open to 
public inspection. In case of any failure to comply with the 
law, each trustee shall be liable to a fine of $25.00. The form 
of the report and the subjects it shall cover are to be satisfactory 
to the bank commissioner. On another page THE JOURNAL 
prints the circular of instruction which has been sent out by 
the bank commissioner to the trustees of savings banks. 

The people of Rhode Island are to be congratulated on this 
recognition of the profession of accountancy. Heretofore sav- 
ings banks of that state had been audited by members of their 
own trustees. In other words, the banks have examined them- 
selves. Such a system is evidently a bad one, and in critical 
times would not inspire confidence among the public. The law 
might have provided for audits by state examiners, but this 
plan would be open to the objection that such examiners are 
always liable to be political appointees, knowing very little 
about accounts or the banking business and anxious chiefly to 
retain the backing which secured them their appointment. 


The certified public accountants of Rhode Island have now 
an opportunity to do their profession a great service. They 
should carry out the detailed instructions of the bank examiner 
with the utmost fidelity and thoroughness and not hesitate for 
an instant to call attention to all irregular or improper trans- 
actions that they discover. If their audits of the savings banks | 
of the state win public esteem, the state may call upon them 
for the audit of other and more important corporations. 

THE JOURNAL OF AccouNTANCY believes that the certified 
public accountant in all parts of the Union is destined to play 
an important role. The growing demand for publicity with 
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regard to the affairs of corporations enjoying the advantages of 
valuable franchises, must logically lead to the larger utilization 
of the services of the certified public accountant. He is the 
one man in the state concerning whose competence to conduct a 
satisfactory audit the state has knowledge. Accountants in 
every state are heartily glad that their Rhode Island brethren 
have secured the recognition in the legislature which is certainly 
their due. It is the result largely of the efforts of the present 
bank commissioner, William P. Goodwin, himself a certified 
public accountant. 


Dominion Association of Chartered Accountants 


The national organization of accountants in the Dominion of 
Canada was incorporated as a separate and distinct professional 
guild on May15,1902. Subject to certain provisions, all chartered 
accountants practicing in Canada were eligible for membership. 
Many of the members of the provincial societies were members 
of the Dominion Association, but by no means all of them. At 
the end of 1909 the membership consisted of forty-five fellows 
and twenty-six associates. A majority of the fellows were prac- 
ticing in Montreal, a dozen in Toronto and the rest in different 
cities in the Dominion. 

The Dominion Association was empowered to hold examina- 
tions of its own, but as a matter of fact it never did so, 
although its fellow members were allowed to style themselves 
“chartered accountants.’’ The Dominion Association did, how- 
ever, set up its own standards of professional competence and its 
own code of ethics. In many of its utilities the Dominion 
Association overlapped the several provincial societies and con- 
siderable conflict resulted. This condition is happily at an end 
now. 

In the association’s year book for 1909-10 we find this para- 
graph referring to an informal conference of Canadian chartered 
accountants held at Atlantic City, in October, 1908, when many 
of them were gathered there to attend the twenty-first annual 
convention of The American Association of Public Accountants: 

“This conference afforded an opportunity for the delegates 
of the Canadian societies to get together to discuss the subject 
of closer relations between our societies in Canada, and an unani- 


293 


The Journal of Accountancy. 


mous resolution was passed approving of this idea and providing 
for steps being taken to bring this about, if possible, in the near 
future.” 

‘ f As the outcome of that meeting and of other conferences 
looking to the same end, The Dominion Association of Chartered 
Accountants was reorganized last February. 

The following are declared to be the objects and purposes of 
the reorganized association: 

““(1st) To secure the incorporation of provincial societies in 

provinces of the Dominion where now none exist; 

“(2d) To assist provincial societies in securing uniform 
legislation for the better protection and regulation 
of local professional interests; 

(3d) To secure the adoption by provincial societies of 
uniform standards of examination and membership; 

(4th) To arrange for reciprocal privileges between provin- 
cial societies for the benefit of their members; 

(5th) To consider questions of ethics; 

“ (6th) To secure harmony of action in all matters affecting 
the common interest, and generally to act in an 
advisory capacity to the provincial societies.” 

The by-laws of the association as rewritten contain thirty-six 
sections and are most comprehensive. They begin with this list of 
charter members: 

‘“‘t. The membership shall be ipso facto the members in 
good standing resident in Canada of the following incorporated 
provincial societies, namely: 

“The Association of Accountants in Montreal; 

“The Institute of Chartered Accountants of Ontario; 

‘‘The Chartered Accountants Association of Manitoba; 

‘The Institute of Chartered Accountants of Nova Scotia; 

“The Institute of Chartered Accountants of Saskatchewan; 

‘The Institute of Chartered Accountants of British Columbia; 

‘Persons who at the time of the passing of these by-laws are 

members of the association who are not also members of 
any of the aforesaid societies.” 

Provision is made that accountants hereafter becoming 
members of any of the provincial societies above named shall 
automatically become members of the Dominion Association 
without further examination. 
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Each provincial society, being authorized so to do by enact- 
ment of its provincial parliament, holds its own periodical exami- 
nations and grants its own authority to its miembers to call them- 
selves ‘‘chartered accountant”’ within the borders of the province. 
The Dominion Association now relinquishes its right to hold 
examinations and to grant the degree of “F.C.A.’’ and in other 
ways refrains from exercising any functions that are in conflict 
with the rights of the provincial societies. The scope of the 
association, its objects and attainment are well set forth in a 
paper prepared by Mr. George Edwards, F.C.A., of the Ontario 
Institute, vice-president of the Dominion Association, which is 
given in full in this issue of THe JoURNAL. 

The first annual meeting of the Dominion Association of 
Chartered Accountants after reorganization is reported in this 
number of THE JOURNAL. 

The convention was well attended and all the deliberations 
were unanimous. The Dominion Association, thus reorganized, 
now enters upon a new career of enlarged activity with the 
hearty good wishes of the professional brothers in the United 
States. 

It is interesting to note that the association unanimously 
determined to inaugurate the publication of a Canadian journal 
of accountancy. 


As might have been expected, uniformity in accounting methods is one 
of the points prominently brought forward at the annual convention of 
the National Association of Controllers and Accounting Officers, which 
met in this city Thursday. Only by the adoption of unifom methods of 
accounting can it be made woadiiie to institute effective comparisons 
betwen the financial affairs of one city and another, except at a prohibitive 
cost in time and effort. The mere coming together of so many of the 
representatives of municipal finance from all parts of the country must 
tend strongly towards the attainment of this end, and towards improve- 
ment of administrative methods generally. It is curious, however, to 
note that much hostility appears to exist in the body to the intrusion of 
volunteer investigators into the field of municipal finance. We are under 
the impression that the improvements that have taken place in New York’s 
accounting methods are largely due to the inquiry made into them by the 
Bureau of Municipal Research, and to the recommendations of that 
organization. Of course, anything is liable to abuse and ill-directed in- 
vestigation may give much trouble to no good end; but surely there is 
plenty of most useful, and, indeed, urgently needed, work for well- 
organized volunteer bodies to do in the examination of the financial man- 
agement of our cities.—Evening Post. 


Alonso Tweedale, of Washington, D. C., was elected president of the 
National Association of Comptroller and Accounting officers. The next 
convention will be held in Birmingham, Ala. 
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Rhode Island Banking Law 


The Act recently passed by the State of Rhode Island, requiring books 
and accounts of savings banks to be audited periodically by certified 
public accountants of the state, is, in its complete form, as follows: 


January SEssIon, 1910—Pusiic Laws 


CHAPTER 546 
An Act In AMENDMENT OF SECTION 12 OF CHAPTER 230 OF THE GENERAL 
Laws, EnTITLED “‘Or INCORPORATION OF SAVINGS BANKs.”’ 


It is enacted by the General Assembly as follows: 

SecTIon 1. Section 12 of Chapter 230 of the General Laws, entitled 
‘ Of Incorporation of Savings Banks,” is hereby amended to read as 
ollows: 

“Sec. 12. At the first meeting after their election, the trustees shall 
appoint an auditing committee of not less than two trustees, of which 
neither the treasurer nor any member of the board of investment shall be 
members, who shall, at least once in each fiscal year of the corporation 
following their appointment, cause a thorough audit to be made of the 
investments and Scehe of the corporation, for the period elapsed since the 
last preceding audit thereof, such audit to be performed by a certified 
public accountant of this state, and the signed report of such accountant 
shall be made in duplicate, the original to be transmitted to the board 
of trustees through said auditing committee, and shall be read at the 
next meeting of the trustees after such audit has been completed, and the 
fact of such reading shall be recorded in the minutes of said meeting of 
the trustees, and such report shall be preserved in the archives of the bank; 
the duplicate report, bearing the certificate, under seal of a notary public 
who is in no way connected with the corporation, that said duplicate 
report is a true copy of the original report, shall be sent by said auditin 
committee to the bank commissioner and shall be kept by him on file an 
shall be open to the public. Said report shall cover such subjects and be 
in such form as shall be satisfactory to the bank commissioner. Any 
failure to comply with the requirements of this section shall be deemed a 
misdemeanor, and upon conviction thereof each trustee shall be fined 
twenty-five dollars.” 

Sec. 2. All acts and parts of acts inconsistent herewith are hereby 
repealed, and this act shall take effect from and after its passage. 

Following the passage of this Act, a letter was sent out to the trustees 


of savings banks, calling attention to its provisions. The letter was as 


follows: 
STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 


BaNnK COMMISSIONER’S OrFice, STATE House 
ProvipEncE, R. I., June rgro. 


Dear Sir: Herewith is a copy of the several acts passed by the Gene 
Assembly in the January Session which affect the banking law. 

Your attention is called to Chapter 546 relating to the Trustees’ audit 
of the books and accounts of savings banks. 

Heretofore the law laid this rag Magu 9 upon a committee of the 
Trustees, but now this duty must performed by a Certified Public 
Accountant of this State whose examination and reports must cover sub- 
jects and be in form satisfactory to the Bank Commissioner. 

As a guide for yourself and of the accountant whom you may employ, 
I beg to advise you of the subjects and form required, which I think 
would quite possibly suggest themselves to you. 
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A statement of assets and liabilities in balance sheet form following the 
classification of bonds, stocks, loans and investments, used in the present 
form of reports to the banking department with a statement of the verifica- 
je of each item by proof of the details with the totals used in the balance 
sheet. 

A report on the following items of assets: 

List of all mortgage loans, by account number, if the number system 
is used, otherwise by name, which have stood unreduced for over ten years 
without regular extension or renewal, after inspection, upon approval of 
the Board of Investment. 

List of all loans (direct or as endorser) to persons in any way connected 
with the bank as directors, trustees or officers. 

List of all investments and loans which are in default or in arrears for 
interest or principal due. 

The following items of liabilities to be reported upon: 

Deposit liabilities, verified by taking a trial balance of the depositors’ 
ledger or ledgers, and comparing same with the daily statement. 

All other liability items to be verified and reported upon. 

Ascertainment of surplus, undivided profit and guarantee fund, items 
to balance against assets. 

Report on receipts and disbursements to be made as follows: 
Deposits: Amount received and paid showing balance at beginni 
and end of the year, ascertaining that the deposits received have hens 

duly carried into the general accounts of the bank. 

Principal and Income: Display in a special book prepared for the pur- 
ag all items of principal and income due on loans and investments held 

y the bank; have checked on said book all amounts of principal and 
income received and see that the amounts have been Pe pe carried into 
the general accounts of the bank, and report in detail all sums in arrears 
or default. 

Give an accurate profit and loss statement showing the items charged 
off during the year. 

In case the voucher system heretofore in use is imperfect, an adequate 
one should be established so that the time of the audit of expenditures 
may be kept down to a minimum. 

This method of making the audit by the Trustees will relieve them of a 
labor which, in most cases, is a serious tax on their time, while the expense 
will not be heavy. 

Taking a trial balance of the depositors’ ledger and comparing it with 
the deposit account in the general ledger seems to be the only practicable 
audit of this part of the accounts of a savings bank, but such an operation 
is not a complete check on that account. Such a check can only be ob- 
tained by comparison of all the depositors’ pass books with the ledger 
accounts, which is not practicable, owing to the impossibility of getting 
all the depositors to present their pass books for comparison. In this 
respect it is impossible to obtain a complete audit of the accounts of a 
savings bank. 

It is recommended that the banks which have not already done so 
shall adopt the block”’ or ‘‘ sectional” system of keeping their depositors’ 
ledger accounts as well as of their mortgages in all cases where there are 
many accounts. This recommendation is for the purpose of reducing the 
time and expense of the audit as well as adding to the convenience of 
internal administration of the affairs of the bank. 

Respectfully yours, 
ILLIAM P. GoopwIn, 
Bank Commissioner. 


With the letter is given a list of the Certified Public Accountants of 
the State. 
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ANNUAL CONVENTION AT TORONTO 


The annual meeting of the members of the Dominion Association of 
Chartered Accountants was held at the King Edward Hotel, Toronto, 
on July 14th and 15th. There was a large attendance of members from 
the provinces of Ontario and Quebec, and a good attendance of delegates 
from Nova Scotia, Manitoba and Saskatchewan. 

This is the first meeting since the reorganization of the Dominion 
Association, which occurred in February, 1910. Under the recent re- 
organization the Dominion Association becomes solely the national body; 
it is in fact a federation of the several provincial societies, albeit the 
membership comprises the individual accountants and not the societies. 
Each of the constituent societies is sovereign in its own province, while 
its entire membership is included in the Dominion Association. 

The following provincial societies of chartered accountants were 
represented at the convention: 

The Association of Accountants in Montreal. 

The Institute of Chartered Accountants of Ontario. 

The Chartered Accountants Association of Manitoba. 

The Institute of Chartered Accountants of Nova Scotia. 

The Institute of Chartered Accountants of Saskatchewan. 

The proceedings began on Thursday morning, July 14th, with the 
registration of members, shortly followed by a reception given by the 
officers of the association and the council to the members and ladies. 
Following the reception, the president, Mr. A. F. Riddell, F.C.A., made 
his annual address, rehearsing the work of the association for the year 
and outlining the program for the convention. 

After luncheon the visiting ladies were escorted, by a committee of 
ladies from The Institute of Chartered Accountants of Ontario, on an 
enjoyable automobile ride through the city and were thereafter enter- 
tained to tea at the Lambton Golf and Country Club by Mrs. G. U. Stiff. 

At the afternoon session, a general meeting of the members of the 
association, a paper was read by Mr. George Edwards, F.C.A., vice-presi- 
dent of the Dominion Association of Chartered Accountants, on the 
subject of ‘Organization: Its Objects and Their Attainments.’”’ A 
general discussion followed the reading of this paper in which several 
members of the association participated. 

The text of Mr. Edward’s paper will be found in another part of this 
issue of THE JOURNAL. 

The second half of the afternoon program was devoted to a paper by 
Mr. A. K. Fisk, F.C.A., of Montreal, on the subject of ‘‘ Uniformity Among 
Provincial Societies as to (a) by-laws; (b) examinations and certificates, 
and (c) legislation.’’ Mr. Fisk’s paper dealt especially with the by-laws of 
The Association of Accountants in Montreal and The Institute of Chartered 
Accountants of Ontario, whose by-laws were carefully studied and com- 
pared. Considerable discussion followed the reading of Mr. Fisk’s paper, 
which will be printed in full in the September number of THE JouRNAL. 
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The second day’s program began, with a general meeting of the mem™ 
bers of the association, in the meeting hall at the King Edward Hotel, 1o 
o'clock, with the reading of a paper prepared’ by Mr. John Scott, of 
Manitoba, entitled ‘‘The Training of a Public Accountant.”” Mr. Scott 
was unable to be present and in his absence the paper was read by Mr. 
W. A. Henderson, C.A., president of the Chartered Accountants Associa- 
tion of Manitoba. Following the reading of the paper a discussion was 
entered into by several members of the association. 

The second half of the morning program was given to the reading of 
a report by a special committee upon ‘“‘A Canadian Journal for Account- 
ants.” As this subject is likely to be one of great interest to the readers 
of THE JouRNAL oF AccounTANCY, the report of the committee, which is 
very brief, will be given in full in the September number of THE JouRNAL. 

During the discussion, following the reading of the committee’s report, 
Mr. John I. Sutcliffe, of The Institute of Chartered Accountants of 
Ontario, advanced many reasons in favor of a monthly publication 
of larger size and greater scope that had been recommended by the 
committee. The chairman called upon Mr. George Wilkinson, C. P.A., 
of New York, for an expression of his views, which proved to be 
strongly in faver of the committee’s report, and adverse, for the time 
being, at least, to a journal of greater scope than the quarterly publication 
proposed by the committee. After a long discussion, in which several 
members joined, the committee’s report was accepted and resolutions 
unanimously passed to put into effect the plan outlined; that is to say, a 
quarterly magazine at a nominal price. 

The afternoon sessions were devoted to routine work of the association, 
including official reports and other business. 

The convention closed on Friday evening with a banquet at the King 
Edward Hotel, to which one hundred and thirty members, guests and 
ladies sat down. The dinner was enjoyed by all present, and was recog- 
nized to have been the best attended and most successful social function 
ever held by the profession in the Dominion of Canada. The principal 
speaker of the evening was Mr. George Wilkinson, C.P.A., of New York, 
who had been invited to come to Toronto for the convention, and who 
spoke to the toast of “‘The Profession of Accounts.”” In doing so, Mr. 
Wilkinson chose to describe to the members and their guests what had 
been done in the United States in the direction of securing state legislation 
and in organizing societies of professional accountants in the United 
States of America. 


New Jersey Election 


At the annual meeting of the State Board of Public Accountants held 
in Elizabeth, N. J., George Wilkinson, of Plainfield, N. J., who has just 
been appointed by Governor Fort to a three-year term, was re-elected 
rag seme and William T. Sawyer, of Elizabeth, was chosen treasurer. 

r. Sawyer is a new appointee. John E. Cooper, of Cranford, was selected 
secretary. 
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Epitor oF THE JOURNAL oF ACCOUNTANCY. 

Sir:—I was veiy much interested in the article on Governmental 
Supervision and its Effect on the Profession of the Public Accountant, by 
Mr. Robert H. Montgomery, C.P.A., and as this article contains several 
statements in regard to government accountants that I do not regard as 
accurate, I wish to make a few remarks in their behalf. 

Mr. Montgomery states, ‘‘ according to the Constitution the Executive 
Department is not supposed to initiate legislation, but this provision is 
no longer discussed even among friends.” 

Being somewhat familiar with the Constitution of the United States, 
I could not recollect such provision, and on reading it through I find that 
in Article 1, Section 8, Congress is given power to lay and collect taxes, 
to borrow money, to regulate commerce, to coin money, to establish 
post offices and post roads and to make laws and rules governing a 
number of other matters of national import, and in Article 2, Section 3, 
the President is directed in these words, ‘‘He shall from time to time 
give to Congress information of the state of the Union and recommend 
to their consideration such measures as he shall judge necessary and 
expedient. He may on extraordinary occasions convene both Houses, 
or either of them, and in case of disagreement between them, with respect 
to time of adjournment, he may adjourn them until such time as he 
may think proper.” 

In Article 1, again, Section 7, second paragraph, it is stated, ‘‘any bill 
which shall have passed the House of Representatives and the Senate 
shall, before it becomes a law, be presented to the President of the United 
States; if he approve, he shall sign it, but if not, he shall return it to that 
House in which it shall originate, who shall enter the objections at large 
on their journal and proceed to reconsider it.’’ This section also pro- 
vides that if the President disapproves the bill, before it can become law 
it must be approved by two-thirds of both Houses of Congress. It is 
evident that the Executive may not only initiate legislation, but com- 
plete it. Congress alone has power to make law, but the Executive 
recommends to them any measures that he deems proper, and in doing 
so he must transmit to the Congress more than the mere title of a bill. 

A little further in Mr. Montgomery’s address, he states that in the last 
analysis the supervision and regulation will be administered by under- 
clerks. That statement is equally applicable to the average public ac- 
countant’s work, as, of course, comparatively few of the public accountants 
do the ordinary clerical work. An honest endeavor on the part of any 
one to learn actual conditions will disclose the fact that the majority 
of the permanent executive officials of the government are generally 
well qualified for their particular line of work. 

The question as to what are good trusts and what are bad trusts 
has been propounded many times before. One may as well ask what is 
a good man and what is a bad man. Good trusts are those that obey the 
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laws; bad trusts are those that disobey them and conduct their business 
so as to stifle competition. Because of lack of evidence it is not always 
possible to bring bad trusts to trial, any more than it is possible to bring 
all criminals to trial. During the insurance investigations by Governor 
Hughes a few years ago, the district attorney of New York was severely 
criticised for not bringing certain men to trial. He stated that it was 
useless to arrest men unless you had evidence to convict them. It is 
likewise a waste of time to endeavor to bring a corporation to trial unless 
there is evidence that will convict it in the courts. 

Governmental supervision, of course, is not new, but it seems to be 
the only relief that the public is aware of at present to correct some 
economic evils. As quickly as a practice, which is not wrong in itself, 
becomes a menace to the national welfare, just so quickly will the govern- 
ment authority be invoked to curb such practice. The push-cart man 
is kept moving by the police to prevent his interfering with the traffic 
of streets and also to keep him from obtaining a monopoly on a certain 
corner. Analogously, the large corporations must also be kept moving 
in order to allow small companies, partnerships, or sole proprietors to 
obtain a living. ‘ 

The criticism of receiverships in New York City seems to be a plea 
for the appointment of public accountants rather than lawyers to these 
positions, something that I decidedly favor. It would also be to the 
benefit of not only accountants but the public at large if the accountants, 
as a profession, would take more interest in formulating laws to regulate 
commerce. There is an excellent field for the work of the public ac- 
countant in the government service alone, but very few accountants 
have shown any interest in this work. There is no question but that in 
the forming of laws there is too much law and precedent and not enough 
knowledge of present-day life and conditions. The best way in which 
to correct this is for every man who has a special knowledge to take an 
active part in the government of the country and work to have sane 
and safe laws put on the statute books. Criticism that is based on an- 
tipathy is not likely to produce good results, but criticism based on 
sympathy will do much toward making better laws for the nation. 

Reference is made to the investigations now being conducted by the 
“several hundred examiners of the Interstate Commerce Commission,” 
and also to the contemplated employment of several thousand examiners 
by the Department of Commerce and Labor, who will be assigned to 
examine and report upon the accounts of corporations throughout the 
country. Unless I have been greatly misinformed, the entire Accounts 
Division of the Interstate Commerce Commission amounts to only 93 
employees, 80 of whom are examiners. The Bureau of Corporations, 
which is in the Department of Commerce and Labor, I understand, em- 
ploys only 120 persons all told, and I have not yet heard that the Depart- 
ment of Commerce and Labor contemplates the employment of several 
thousand examiners. If they contemplate such a thing, they failed to 
make estimate for them in the appropriation bills. It would seem from 
the behavior of the Sugar Trust that it is very necessary to have the ac- 
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counts of corporations examined by government officials. The Public 
Service Commission of New York State, I am sure, has done excellent 
work in improving traveling conditions in New York City alone—some- 
thing that the corporations refused to do, although they were abundantly 
able to do it and had the power to, if they had so wished. 

I believe that it is quite possible that government supervision may 
go too far, but it will not be checked by inaccurate statements. Its ex- 
tent will be undoubtedly increased in exact ratio with the carelessness of 
the corporations themselves. The large number of accidents on the rail- 
roads of the country has finally resulted in the bill introduced by Mr. 
Esch, requiring that all accidents be reported to the Interstate Commerce 
Commission. If the railroads fail to take adequate measures to lessen 
the number of accidents, no doubt a stringent law will soon be enacted 
in the interests of humanity and of the country. 

Very truly yours, B. L. Vieonp, Accountant. 


Epitor oF THE JOURNAL oF ACCOUNTANCY. 


Str:—Would you kindly answer the following question either through 
the medium of THE JoURNAL oF ACCOUNTANCY or through personal 
communication? A draft is endorsed as follows: 


Pay to the National Bank of Commerce, 
Value in Account 
First National Bank, Chicago. 


The National Bank of Commerce presents the draft to the National 
City Bank, on whom itis drawn, and on receiving payment, stamps the 
draft “Received Payment, National Bank of Commerce.’’ By so stamp- 
ing the draft does the National Bank of Commerce guarantee the genuine- 
ness of all previous endorsements? 

The firm by whom I am employed lately received for collection a 
draft endorsed as above. On presenting the draft to the drawee bank 
they refused payment unless we would guarantee all previous endorse- 
ments, claiming that as the draft had been endorsed to us restrictively, 
our endorsement was no guarantee as to previous endorsements, and 
that our liability ceased as soon as we paid the proceeds to (or credited 
them to the account of) our prior endorser. Were they right in their 
contention ? 


There is nothing in the endorsement to indicate that the National 
Bank of Commerce guarantees the genuineness of previous endorsements. 
Section 8 of the constitution of the New York Clearing House Associa- 
tion reads as follows: 
Members shall not send through the exchanges any checks, drafts, notes, 
bills of exchange, or other items having thereon any qualified or restrictive 
-endorsement such as ‘for collection’’ or ‘for account of’ or “‘pay any 
bank or banker or order”’ or other similar endorsements, unless all endorse- 
ments thereon are guaranteed by the member of the association sending 
such items through the exchanges. 


Under the meaning of this section, the endorsement “Value in ac- 
count”’ is plainly a restrictive endorsement, and the National City Bank 
was perfectly justified in refusing payment unless the presenting bank 
would guarantee all previous endorsements. [ED.] 
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“SOLICITORS’ ACCOUNTS.” By Lawrence R. Dicksee. Published by 
Gee & Co. 3/6 net, 3/10 post free. 


The accountant’s library, of which this book is Vol. XII, is performing 
a valuable service in providing ideas by the leading accountants of Eng- 
land at a cost which is nominal, as compared with that of most American 
books on accounting subjects. There is no particular disadvantage to 
American accountants in the fact that this is an English book, because 
there are few particulars in which its subject matter is too local to be of 
value generally. One such instance, however, is that relating to premiums 
on articles of clerkship. The book is particularly valuable in that very 
little has been written on this subject and lawyers are notoriously lax in 
the keeping of their accounts. It is of interest to note in this connection 
the opinion of the court in the case reported on page g1 of this book, that 
“the negligent keeping of accounts in the case of a solicitor receiving the 
money of his clients might amount to professional misconduct.” 


The system of bookkeeping outlined is a simple double entry system, 
but it is doubtful whether the layman in accounting could grasp the idea 
of the controlling accounts used; consequently the book should be con- 
sidered from the accountant’s point of view. So considered, the sug- 
gestions as to methods are, in the main, sound and practical. In addition 
to the system outlined, which is illustrated by a complete set of trans- 
actions, reference is made to the cash journal method of bookkeeping 
which is used in the United States by many small law firms. The book 
also gives certain suggestions as to auditing which makes it of greater value 
to the accountant. 


Among the few things on which American accountants might disagree 
with the author is the method of handling small collections such as notary’s 
fees, described on page 73. The author suggests that these fees be de- 
posited in alocked box, which should be opened periodically and turned 
over to the cashier. Probably most American accountants would prefer 
to have them deposited in the general bank account as received, the 
amounts being added to any other collections to be deposited at the same 
time. The author points out, however, that such fees should not be 
added to the petty cash fund, a conclusion in which all careful ac- 
countants will agree. 


A matter of greater importance is the fact that the book does not go 
into the division of profits at sufficient length. While a general rule is 
laid down as to division on a basis of earnings instead of cash and attention 
is called to the fact that certain reserves may be necessary, the book would 
be of greater value if concrete illustrations of the necessity of such reserves 
were given. For instance, some law offices divide as profits only the cash 
on hand which was received for fees. This, of course, excludes from the 
cash available for division all moneys that have been disbursed on account 
of clients, but which is recoverable. If a controlling account for such dis- 
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bursements is used it would represent only the net outstanding balance, 
whereas it usually happens that some clients have credit balances, due to 
deposits with the lawyer to meet future disbursements. If, then, only 
the balance shown by the controlling account is regarded in arriving at 
the cash for distribution, the effect is to distribute as profits cash which 
really constitutes a trust fund. If situations of this kind were treated by 
the book it would be more valuable to the practicing accountant. How- 
ever, the book does not profess to be an exhaustive treatise. 


Haroitp DupLey GREELEY. 


TREATMENT OF FLUCTUATING CURRENCY IN ACCOUNTS. By 
A. E. Cutforth, A.C.A. Published by Gee & Co., London. 
Cloth, pp. 56. 1910. Price, 2s. 6d. 


The author terms his book “‘elementary,”’ and well he may, for he 
treats fluctuating currency in accounts in a manner that will not bring 
much help or many new ideas to any accountant of experience or judg- 
ment. 

The author takes as his basis the workings of a London concern with 
an office in Chile, and points out that the violent fluctuation in the value 
of the Chilean currency adds to the difficulty of keeping such accounts. 
He suggests and plans for using the average rates of exchange of given 
periods in order to lessen the amount of labor and to arrive at a fairly 
accurate knowledge of the loss or gain in exchange for that period. 

He tells us that in cases where the currency fluctuates less violently 
(e.g. Mexico), the period over which the rate average is spread may be 
longer—six months or a year, as against a month or a quarter in the case 
of a South American country. 

Oddly enough, the author does not point out that the case of accounts 
between two gold countries is exactly analogous to that between a gold 
and a silver, or gold and paper countries. While they may not be so 
fluctuating between gold countries, variations in the exchange rates do 
exist and cause trouble enough. The author gives no space to foreign 
exchange accounting (i.e. from the banking point of view); yet in his 
prefatory remark he mentions the absence of his topic in works on foreign 
exchange. Indeed, he appears to confuse the science of foreign exchange 
as such, and the accounting of foreign exchange—two branches quite 
separate and distinct. 

The work will no doubt be helpful to accountants having to arrange 
a system for a house with a branch in South America—i.e. for a British 
house. For an American house the plans would probably be confusing, 
‘though they shouldn’t be. 

Physically the book is unattractive, as it is but fairly printed on 
coarse yellow paper. This feature is secondary, of course, but is bound 
to influence the reader’s opinion of the whole. 

F. P. G. 
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ACCOUNTING EVERY BUSINESS MAN SHOULD KNOW. By Elisha 
Ely Garrison. Published by Doubleday, Page and Company, New 
York, 1909. 8°. x4188 pp. Price, $1.00. 

In this brief treatise the author has successfully accomplished the 
difficult task of expounding the principles of accounting so as to make 
them intelligible to the business man who is not himself a trained ac- 
countant. Almost free from matters of technic, containing only three 
bookkeeping forms, the principles are so clearly stated that the per- 
plexed layman, confronted by a set of accounts, is enabled to understand 
what it is all about, even though he, himself, cannot and does not desire 
to keep books. 

Particularly admirable is the sketch of the development of book- 
keeping forms and methods. Ina somewhat idealized form, for the author 
does not profess in this to be strictly historical, he shows how, from a 
simple record of transactions, there has gradually developed the more 
complicated system of modern accounting, most satisfactorily showing 
the relation of one book to another, and how each improvement in ac- 
counting has been the response to some practical need. 

Admirable, too, is the author’s emphasis on the relativity of book- 
keeping forms and rules, a matter which has been much neglected in 
many treatises. Thus he says: 

It must not be imagined that two establishments putting out identical 
products can use identical books and systems. Every feature of organiza- 


tion, the character of the principal employees, relations with customers, 
and many other things have a bearing upon the matter. 


There is such an infinite variety of conditions to be taken into account 
that no set rules of procedure can be laid down, and no stereotyped forms 
can with safety be employed. From the peculiarities of doing business 
which affect the form of the original entry, through to the hobby of the 
owner as to the character of information desired from the balance sheet, 
or the cost records, there are oe unique to each system, and to 


provide for which the form must he especially adapted. 

Of interest to the profession, as well as of value to the business man 
is the author’s discussion of the important role played by the professional 
accountant, and his insistence that he should more freqeuently be con- 
sulted. Most helpfully this book, while instructing the business man in 
what he ought to know, clearly shows that there is much that he cannot 
know, and that he must rely on the services of the professional accountant. 

The latter part of the book perhaps diverges somewhat from the par- 
ticular field which it so well covers and becomes at times a little more 
technical than is appropriate in such a treatise. In these chapters are 
included interesting descriptions of improved devices for keeping an in- 
ventory and determining costs, and a discussion of the statement of 
results. The book closes with some practical and timely suggestions on 
the relation of accounts to the manager and the directors. 

The lack of an index is a defect which it is hoped will be supplied in 
some later edition. It is also to be regretted that the author has seen 
fit to cling to the time honored, but otherwise discredited, formula for 
debit and credit. Has Sprague written in vain, that this antiquated 
and inappropriate formula still survives? 

Henry 
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The Legal Department of THe Journat or Accounrancy is prepared to render a 
genuine service to its subscribers and readers, by undertaking to answer legal ques- 
tions submitted to it. These questions, while they may be suggested by the problems 
that arise in the practice of our correspondents or by the more theoretical require- 
ments of examination boards, should always be stated as to call for single propo- 
sitions of law. Whenever the Department receives a query the correct answer to 
which may vary with many possible but unstated circumstances the correspondents 
will be asked to give the details or advised to consult local counsel. Reasonabl 
prompt replies by the Department will be made by personal communication or thro 
the columns of Tue Journat. Address all communications to Tue JourNnaL oF 
Accountancy, Legal Department, 32 Waverly Place, New York City. 


TRANSFER Tax IN NEw YorRK 


It will be remembered by most readers that a transfer tax imposed on 
sales of stock has been enacted and is on the statute books of the State of 
New York. 

The statute (section 315 of chap. 241 of the Laws of 1905, as amended 
by chap. 414 of the Laws of 1906) imposes a tax ‘‘on all sales, or agree- 
ments to sell, or memoranda of sales or deliveries or transfers of shares, or 
certificates of stock in any domestic or foreign association, company or 
corporation,” the payment of which is to be denoted by affixing an 
adhesive stamp or stamps as follows: (a) Upon the transfer books in case 
the transfer is shown only by them; (b) upon the transfer certificate 
where the change of ownership is thus indicated; (c) in other cases, upon 
the bill or memorandum of sale which the seller is required to deliver to 
the buyer. By section 323 of the act it is provided: 

No transfer of stock made after June rst, nineteen hunrded and five, on 
which a tax is imposed by this article, and which tax is not paid, at the 
time of such transfer shall be made the basis of any action or legal proceed- 


ings, nor shall proof thereof be offered or received in evidence in any court 
in this state. 


In an action entitled Bean v. Flint, 123 N. Y., Supplement 385, it was 
decided by the Appellate Division that this tax could not be paid nunc pro 
tunc after the transfer, and if a person brought an action on a transfer of 
stock for the purchase price, a good defense would be the non-payment of 
the tax. It was further held, however, that the defense would have to be 
pleaded and could not be used by the defendant unless thus pleaded. In 
this respect the statute resembles the Statute of Frauds—an analogy 
drawn by the court. 


CONSTITUTIONAL LIMITATIONS ON MUNICIPAL INDEBTEDNESS 


The Town of New Martinsville, W.Va., was sued to recover the contract 
price of certain work done in paving streets. The town defended on the 
ground that the debt was illegal, because the legal limit to which the 
municipality could incur indebtedness was exceeded in the making of the 


obligation. The court answered that objection as follows: 


The constitutional provision does not inhibit the making of current 
engagements which may be met with moneys on hand and the current 
revenues provided at the time the engagements are made. A town may 
expend the current revenues and accrued funds and may make contracts 
to that end. To do so is not to contract debts within the meaning of the 
constitutional inhibition. Davis v. County Court, 38 W. Va. 104, 18S. E. 
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73. Principles which we approve have been enunciated in the following 
anguage: ‘If a city has money on hand, or provides at the time a present 
means of raising it otherwise than by loan, it may contract for expenditures 
without restriction, as there is no constitutional limitation on municipal 
expenditure, provided the city pays as it goes. What is prohibited is the 
incurring of debt. If a contract made by a city pertains to its ordinary 
expenses, and is, together with other like expenses, within the limits of 
its current revenues and such special taxes as it may legally and in good 
faith intend to levy therefor, such contract does not constitute the in- 
curring of indebtedness within the meaning of a constitutional provision 
limiting the power of municipalities to contract debts. If means are 
adopted which in good faith, according to reasonable expectation, will 
uce a sufficient fund to pay, a contract entered into on the faith of 
them should not be held unlawful on account of an unintentional mis- 
calculation, or an accidental and unexpected failure to produce the full 
result.” Addyston Pipe & Steel Co. v. City of Corry, 197 Pa. 41, 46 Atl. 
1035, 80 Am. St. Rep. 812. The evidence in this case does not disclose 
that these ~~ principles were violated in the making of the contract 
which is the basis of this action —Camden Clay Co. v. Foun of Martins- 
ville, 68 S. E. Rep., 118. (Supreme Court of Appeals, W. Va.) 


ExecuTor’s RIGHT TO RECOVER SuMs Paip To CREDITORS IN EXCESS OF 
THEIR PROPORTIONATE SHARES 


The New York Court of Appeals made some new law in the case of 
Woodruff v. H. B. Claflin Co., 91 N. E. Rep. 1103. The question involved, 
briefly stated, is this: Can an executor of an insolvent estate bring a suc- 
cessful action at law against a creditor whose debt was paid in full in the 
belief that the estate was solvent for the excess thus paid? Heretofore 
this question had never been decided authoritatively in the state of New 
York and the decisions in other states are conflicting. The opinion, by 
Bartlett, J., states the principle so well and the law in other states so 
succinctly that we will quote from it freely: 


The doctrine which is supported by the weight of judicial authority, 
and which, it seems to me, we ought to sanction, may be briefly stated. 
In the case of the death of an insolvent debtor, the law contemplates 
equality in the distribution of the proceeds of his estate among hiscreditors. 
A creditor who seeks more than his pro rata share of the debtor’s property 
under such circumstances seeks that which does not belong to him, and 
makes the other creditors poor in proportion. To insist upon full pay- 
ment from an insolvent estate is dishonest, if the party thus insisting is 
aware of the insolvency. Hence, whether the overpaid creditor shares 
the erroneous belief of the administrator that the estate is solvent, or is 
acquainted with its true condition, he is equally obligated to return the 
surplus he has received over the dividend to which he was entitled when it 
has become judicially ascertained that the estate is not large enough to 
pay all the debts in full; for in the first case both parties act under a mutual 
mistake of fact, and in the second case there is a wrongful intent on one 
side and a mistake on the other. The creditor who has received the excess 
has no right to retain it in equity and good conscience; and the personal 
representative who has innocently paid such excess may maintain an action 
to recover it, if he moves seasonably after the ascertainment of the in- 
solvency, and has done nothing which ought to constitute an estoppel in 
favor of the overpaid creditor. 

It is settled by a uniform series of decisions in Massachusetts, be- 
ginning with the case of Walker v. Hill, 17 Mass. 380, that an administrator 
who pays a debt due from his intestate within a year after giving notice 
of his appointment, and under the honest belief that the estate is solvent, 
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may subsequently, when the estate is shown to be insolvent, recover back 
the difference between the amount of the debt so paid and the amount 
awarded to the creditor by the probate court on a judicial settlement of 
the estate. See Heard v. Drake, 4 Gray (Mass.) 514, and Flint v. Valpey, 
130 Mass. 385. It is not entirely clear, however, that the assertion of this 
doctrine in Massachusetts has not been dependent to some extent upon the 
statutes of that commonwealth. The case of Walker v. Hill, supra, was 
cited by Finch, J., writing for this court in Matter of Hodgman, 140 N. Y. 
421, 431, 35 N. E. 660, 662, wheh he said it must probably be granted that 
an executor may, at least in equity, recover an overpayment to a legatee 
under peculiar circumstances which excuse his mistake. 

The case of Mansfield v. Lynch, 59 Conn. 320, 22 Atl. 313, 12 L. R. A. 
285, was an action by an administrator de bonis non. The first adminis- 
trator, within the time limited for the presentation of claims, paid in full 
to the defendants a claim of $400 under the belief that the estate was 
solvent and having disallowed certain claims against the estate on the 

und that they were invalid as he had been advised by the probate 
udge. These disallowed claims were subsequently held to be valid in a 
judicial proceeding, and the estate was thereby rendered insolvent. The 
xividend which the defendants would have received was $290 less than 
the amount actually paid them. The first administrator having died, 
and the —— having succeeded him as administrator de bonis non, 
he sued the defendants to recover $290 on the ground that it was money 
i to them under a mistake by the original administrator. The Supreme 

ourt of Errors of Connecticut held that the action was maintainable, 
saying: ‘“‘We know of no case, and have been referred to none, wherein 
it is decided that the administrator may not recover in a case like the 
present.’’ The court points out that in such a case the mistake in over- 
payment works no harm whatever to the creditor, but that it would be 
against equity and good conscience to allow the creditor to retain money 
which rightfully belongs to the estate and which has been obtained solely 
in consequence of an honest error. A considerable portion of the opinion 
is devoted to a discussion of the question whether it is necessary that the 
mistake should be one of fact, ond the conclusion is reached that the same 
principle should apply even where the mistake is only one of law. That 

uestion, however, does not arise in the present case, where it is clear that 
the administratrix made a mistake of fact as to the condition of the estate. 

In Morris v. Porter, 87 Me. 510, 33 Atl. 515, it is expressly held ‘‘that 
an administrator who within the year allowed by statute pays a creditor’s 
claim in full, acting upon the honest belief that the estate is solvent, may, 
upon the estate proving actually insolvent, recover back the difference 
between the amount so paid and the pro rata share which the creditor 
would have been entitled to in common with all general creditors.’’ Such 
right of action is declared to arise out of the equitable doctrine that the 
creditor has received money which in equity and good conscience belongs 
to the estate for the purpose of making an equal distribution among all the 
general creditors. This purpose is dusetattent in the opinion as “the 
cardinal principle of the laws relating to the administration and settlement 
of decedent’s estates.” 

In Wolf v. Beaird, 123 Ill. 585, 15 N. E. 161, 5 Am. St. Rep. 56 
both the executor and the creditor who received the overpayment nitiobad 
that the assets of the estate were sufficient to pay all claims of the same 
class in full and acted upon such belief; but both were mistaken in regard 
to the fact. The Supreme Court of Illinois held that the executor might 
recover back the overpayment in an action for money had and received 
for the use of the estate. So also in Ohio it has been held that where an 
administrator, supposing an estate to be solvent, pays a creditor more 
than the distributive share to which he was entitled upon a final settle- 
ment of the estate, the administrator may recover back the difference in 
an action for money had and received. Rogers v. Weaver, 5 Ohio, 536. 
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The court then proceeds to examine some of the decisions of courts 
whose holdings have been contra to its own. , 

The cases cited by the appellant which distinctly deny the right to 
maintain an action of this character are few in number. The earliest of 
these is Carson v. McFarland, 2 Rawle, 118, 19 Am. Dec. 627, decided by 
the Supreme Court of Pennsylvania in 1828. There it was held that an 
administrator who had paid money within a year from the issue of letters 
to a creditor of the intestate on account of a just debt could not recover it 
back on the ground that it proved to be an overpayment by reason of a 
subsequently discovered deficiency of assets. In Findlay v. Triggs, 83 Va. 
539, 3 5. E. 142, it was held that where an administrator voluntarily pays 
debts of inferior class in preference to debts of higher class, and there is a 
deficiency of assets, he is not entitled to have the money refunded by 
creditors so overpaid. The only authority cited in the opinion is Carson v. 
McFarland, supra. In Indiana, in the case of Beardsley v. Marsteller, 
120 Ind. 319, 22 N. E. 315, it is declared to be settled “that, in the absence 
of an agreement to refund, an administrator who has paid money on 
account of a just debt cannot recover it back on the ground that by reason 
of insufficient assets not arising from their accidental destruction, loss, or 
failure, it afterward appears that he has made an overpayment by mistake, 
unless the mistake was induced by the fraudulent conduct of the creditor.” 

Other cases in behalf of the appellant on this branch of the appeal are 
distinguishable in their facts. Thus in Adams v. Smith, 19 Nev. 259, 9 
Pac. 337, 10 Pac. 353, it did not appear that when the administratrix 
caused the claim to be paid she supposed that the estate was solvent. 
On the contrary, it was clearly shown that she paid the claim voluntarily 
and in her own wrong. The case of Johnson v. Molsbee, 73 Tenn. 444, 
was not an action by an executor or administrator to recover an overpay- 
ment made to a creditor under the mistaken supposition that the estate 
was solvent, but was a suit in equity brought by other creditors to compel 
those who had been overpaid to refund the excess which they had received 
over and above their proper pro rata shares. The case does not decide 
the question involved in the case at bar; it merely asserts that such a suit 
cannot be maintained by creditors. 


To Wuom Does Extra DivipENDs BELONG? 


A recent Massachusetts case, Gray v. Hemenway, 92 N. E. Rep. 31, 
bears on a question about which accountants and lawyers have been 
asking many questions lately. The facts and conclusions of law drawn 
therefrom are set forth in the opinion, which we quote verbatim: 


Know .ton, C. J. The only question raised by the appeal in this 
case is whether a certain dividend, made by the Delaware, Lackawanna & 
Western Railroad Company upon shares held by the plaintiffs as trustees 
under the will of Augustus Hemenway, is to be treated by them as income 
going to the life tenants, or as capital going to the remaindermen. At 
the time of this dividend the railroad company, in conducting its business, 
had accumulated a large surplus, amounting to more than $34,000,000, 
most of which was invested in stocks and bonds of subsidiary companies, 
and a partin cash. The vote of the directors declaring this dividend was 
in part as follows: ‘‘ Resolved, that an extra dividend of 50 per cent. be 
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declared, payable on July 20, 1909, to stockholders of record at the close of 
business on July 1rst.”" This was the only part of the vote that referred 
directly to this subject. There followed in the same vote a declaration of 
a stock dividend of 15 per cent., payable in capital stock of the company, 
with a statement of the reasons for making the stock dividend. 

In the notice sent to the stockholders there was a statement that a 
decision of the Supreme Court of the United States had declared it to be 
unlawful for the corporation to transport, in interstate commerce, coal 
owned by it, and that a coal-selling company had been organized with a 
capital of $6,800,000, to which it was proposed that the railroad corpora- 
tion as a seller should contract to sell and deliver the coal which it mined 
and purchased. Stockholders of the railroad company were invited to 
take stock in the new coal company to an amount equal to one-half of the 
cash dividend to which they were entitled, and to appre riate half of the 
dividend to payment for the shares subscribed for. blank was inclosed 
adapted to use for this purpose. Perhaps it was expected that most of the 
stockholders would accept the invitation; for it might have been an- 
ticipated that the stock in the coal-selling company would soon be worth 
more than par. 

But the dividend of 50 per cent. was an absolute cash dividend, made 
in the usual form. While the stockholders had an option to take stock 
in a new company, they were not obliged to do so. e new corporation 
had no legal connection with the old one. There was a plan to make 
mutually profitable contracts between the two corporations, but neither 
had any control of the other in its corporate capacity. While the very 
—- surplus held by the railroad company was legally capital as between 
ife tenant and remaindermen until it was divided, it was in fact the earn- 
ings of the original capital, and there was good reason why it, or a large 
part of it, should be divided and treated asincome. When the corporation 
elected to divide it, it became income, and the fact that the stockholders 
might use one-half of it, if they chose, to pay for a subscription which they 
were invited to make to the capital stock of a new corporation, did not 
change its character. We do not think the facts warrant a finding that 
the dividend, payable in cash, was intended by the directors to be a mere 
form, to cover up that which was really a stock dividend of the corpora- 
tion. The case is governed by the decisions in Minot v. Paine, 99 Mass. 
101, 96 Am. Dec. 705, Davis v. Jackson, 152 Mass. 58, 25 N. E. 21, 23 Am. 
St. Rep. 801, Lyman v. Pratt, 183 Mass. 58, 66 N. E. 423, Hyde v. Holmes, 
198 Mass. 287, 84 N. E. 318, and Hemenway v. Hemenway, 181 Mass. 
411, 63 N. E. g19. 

Decree affirmed. 

While this case represents the Massachusetts rule (which is followed 
by the courts of the United States), there are two other rules well estab- 
lished in this country. The three rules are well summarized by Machen in 
his excellent work entitled ‘“‘ Modern Law of Corporations,”’ Section 1391. 

The conclusion of the whole matter is as follows: There would seem to 
be three and only three rules on the subject. (1) The first is the Massa- 
chusetts doctrine, or doctrine of the Supreme Court of the United States 
and of the House of Lords, that all cash dividends declared during the 
ne of an estate for life go to the tenant for life as income and that all 
stock dividends go into corpus. (2) The second is the Pennsylvania 
doctrine, that all extraordinary dividends (if not all dividends whatso- 
ever), whether payable in cash, scrip, or stock, are apportionable and go as 
income or as corpus according as the profits out of which they are declared 
were earned before or pending the estate for life. (3) The third is the 
doctrine that all dividends whatsoever, declared during the pendency of 
an estate for life (excluding dividends which amount to an unlawful re- 
duction of capital, dividends or distributions in pursuance of lawful pro- 
ceedings for the reduction of capital, and dividends in winding up or 
liquidation), go as income to the tenant for life, whether payable in money, 
in property, or in new or additional shares of the company. 


The last doctrine is that of the Court of Appeals of New York. 
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Conpuctep By Leo GreENpLINGER, M.C.S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. problems and thereby to 
aid in bringing about a uniform American standard for C. P. A. examinations, is the 
object of this department. With the aid of suggestions and criticisms from the pro- 
fessional brethren, it can undoubtedly be achieved. Inquiries will be cheerfully an- 


Following are questions in advanced bookkeeping and accounts 
selected from the May, 1910, examination papers set by the examining 
committee of the Chartered Accountants’ Association of Manitoba: 


1. From the following trial balance of the Atlas Manufacturing Com- 
pany, Limited, compile balance sheet and profit and loss account as at 
December 31, 1909, in the form you would advise the company to adopt. 


Winnipeg Trust Company (debentures de- 
posited as security for loan, part of 

Preliminary 

Machinery and good will................. 

New property and improvements.......... 

Interim dividend paid.................+. 

Accounts receivable... 

Interest on loan and debentures to Decem- 

Capital, 2,000 shares of $100.00 each...... 

Winnipeg Trust Company loan............ 

Reserve for discount and bad debts....... 

Profit and loss account, after paying divi- 
dend, January 1, 


$ 500.00 
700.00 
20,000.00 
3,000.00 
200,000.00 
50,000 00 
50,000.00 
9,940.00 
10,500.00 
5,000.00 
4,500.00 
21,400.00 
560.00 

$200,000.00 

100,000.00 

15,000.00 

6,500.00 

3,500.00 

50,000.00 

500.00 

600.00 


$376,100.00 $376,100. 
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2. M’s and B’s capital on January 1, 1908, was $50,000.00, repre- 
sented by the following: 


ASSETS LIABILITIES 
Cash in Bank........ $11,875.00 $12,500.00 
Stock in Hand...... 35,000.00 Accounts Payable... 5,000.00 
625.00 
Warehouse.......... 10,000.00 


Accounts Receivable. 10,000.00 


During the year 1909 their transactions were: 


Received from sale of goods, deposited in bank............. 72,500.00 
Paid cash for rent, taxes, wages and office expenses......... 3,750.00 
Paid cash for traveling expenses.....................0-- 500.00 
Discount received from 1,563.00 
Goods returned by 1,250.00 
Goods returned to manufacturers...............000000000: 1,500.00 
Paid off loan and interest by check.....................-. 13,125.00 
Paid cash for repairs to warehouse. ...............0+0000: 250.00 
Checks drawn on bank to make cash payments............ 11,000.00 


Stock on hand at the end of the year amounted to $33,750.00, and 
they owed $150.00 for freight and $562.00 for rent and taxes. Un- 
expired insurance amounted to $188.00. Allow for discount on accounts 
receivable $200.00, and $125.00 on accounts payable. No interest on 
capital or partner’s salaries was to be charged, and profits were to be 
shared equally Make trial balance as at December 31, 1909, and pre- 
pare trading and profit and loss accounts, capital accounts and balance 
sheet. 

3. Brown and Jones have dry goods stores near each other. They 
decide that by amalgamating their business and forming a joint stock 
company they can do a larger and more profitable business at less ex- 
pense. Both have kept their books by single entry. You are called in 
to give the necessary statements to enable them to ascertain how they 
stand and to open the books of the Brown-Jones Company, Limited. 
You find the following accounts in the ledgers, viz.: 
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BROWN’S LEDGER 
BALANCES AS AT AUGUST I, 1909 


30,000.00 
Wages and expenses...................... 4,000.00 
6,000.00 
10,000 ,00 
Freight, duty and cartage................. 8,000.00 
Inventory of goods, $8,700.00; unexpired 
200.00 


JONES’ LEDGER 
BALANCES AS AT AUGUST 1, I909 


Jones’ personal account................... 6,000.00 

Freight, duty and cartage................. 5,000.00 

Inventory of goods, $5,800.00; unexpired 


The capital of the company is to be $150,000.00, in shares of $100.00 
each, of which Brown is to take $70,000.00 and Jones $50,000.00. If 
the capital invested in the business of either exceeds these sums, then 
they are to receive the surplus in cash, but if it is less, then they are to 
pay in the difference in cash. The balance of the stock is subscribed 
and paid for in cash. 

Make necessary changes in Brown’s and Jones’ ledger balances to 
show standing of firms and capital invested, and give trial balance from 
company’s ledger after opening entries have been made. 

4. A and B are partners in a business, in which each has invested 
$15,000.00. They decide to take in a new partner, C, who is to put in 
$15,000.00 as his capital and in addition pay $2,000.00 for good will. 
State the different ways in which the sum paid for good will may be 
treated. Which method do you consider the more correct? Give your 
reasons. 
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5. M and N, general merchants at Reaburn, make an assignment for 
the benefit of their creditors, and you are requested by the assignee to 
prepare a balance sheet, statement of affairs and deficiency account. 
You find from the ledger that the assets and liabilities are as follows: 


ASSETS LIABILITIES 
Cash in hand..... Siedbacon $ 500.00 Bills payable.............. $8,000.00 
7,000.00 Accounts payable.......... 6,000.00 
Store and land. ........... 15,000.00 Mortgage on farm lands.... 5,000.00 
10,000.00 Mortgage on store.......... 8,000.00 ‘ 
INVENTORY 

Hardware........ $3,000.00 
Groceries........ 2,500.00 
Dry goods....... 4,000.00 
Boots and shoes.. 1,100.00 

$10,600.00 
M’s drawings.............. 2,100.00 
1,400.00 

$47,000.00 $47,000.00 


On a valuation of the assets being made, it is found that of the book 
debts $4,000.00 are good, $2,000.00 doubtful and $1,000.00 bad, and in 
order to be on the safe side, 10% is to be deducted from the good, 40% 
from the doubtful, and the bad are not to be taken in. The store and 
land are valued at 20% and the farm lands at 10% less than they stand 
at in the ledger. The fixtures are only worth 60% on the dollar, and 
the inventories are to be reduced: hardware, 10%; groceries, 15%; 
dry goods, 30%; and boots and shoes, 25%. M has property valued at 
$1,000.00, and N has no assets outside of the partnership. Give state- 
ment of affairs and deficiency of account. 


ADVANCED BOOKKEEPING AND ACCOUNTS 
SECOND PAPER 
(a) TRUSTEE’s AND Executor’s Accounts 
Time, 3 hours. 


1. Explain the difference between an executor and administrator, 
and state by whom each is appointed. 

2. What are the first duties of an executor or administrator after 
the probate of the will or letters of administration have been granted? - 


3. Unless otherwise authorized by the will, in what securities must 
the executor invest the moneys intrusted to him. 
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4. A corporation issues 10-year bonds to the amount of $50,000.00, 
securing same by a mortgage on its property, which is placed in the hands 
of a trust company. The trust deed provides for the establishment of 
a sinking fund to retire the bonds at maturity, and that equal annual 
payments be made on the rst of January in each year. Give the amount 
of this annual payment, interest compounded at 6%. 

5. In the estate of a certain testator the amount of cash on hand 
after paying all bequests is $10,000.00. This the executor invests as 
follows, as at January 1, 1909: $5,000.00 in first mortgage on real estate 
valued at $9,000.00, bearing interest at 6%; 1,250 shares La Rose Gold 
Mine stock at $4.00 (par value $5.00), dividends at 3% per quarter, 
payable January 31st and April 30th. 

On May 31st he sells the 1,250 shares at $3.00 and invests the pro- 
ceeds, together with dividends paid, in 20 shares Bank of Hamilton stock 
at 205, paying commission and brokerage charges of $25.00. On Sep- 
tember 30th he sells the 20 shares Bank of Hamilton stock at 220 and 
invests the proceeds in first mortgage on real estate valued at $7,000.00, 
bearing interest at 6%, payable quarterly. 

Give executor’s profit and loss account as at December 31, 1909, 
and show position of estate at that time, payments of interest on both 
mortgages having been made. 


(b) Cost Accounts 


1. Explain the uses of a cost accounts system and state the advan- 
tages to a company employing such a system over a company basing 
their costs on the profit and loss account at the end of the year. 

2. Give definitions of the following: 

Prime cost; 

Laid down cost; 
Gross profit; 
Productive labor; 
Machine cost. 


3. What is your interpretation of indirect or overhead expenses? 


4. In a manufacturing company employing a cost account system, 
what disposition would you make of the following? 


Depreciation on plant; 

Depreciation on good will; 
Depreciation on stock; 

Depreciation on accounts receivable; 
Depreciation on factory property. 

5. State briefly the duties of an auditor in connection with the cost 
accounts system in auditing the books of a manufacturing company 
employing such a system. 

In order to contrast the above given questions with the New York 
June, 1910, examination, we are giving the two papers in Practical Ac- 
counting set by the New York C.P.A. Board of Accountancy. 
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PRACTICAL ACCOUNTING—Parr I 
Tuesday, June 28, 1910—1.15 to 4.15 p.m. only 


1. The Homes Realty Company was organized January 1, 1906, to 
own and sell suburban lots, and is operated by a manager under an 
agreement of which the following is a digest: 

The ne is to furnish and maintain offices at New York and at 
the site of the company’s ——- in the suburbs of Philadelphia, and 
also to pay salaries of clerks an esmen. The manager is to receive 3% 
commission on the sales. 

The property is to be reappraised at the beginning of each year, by 
adding to the account 4% on the book figure of the property unsold at 
the beginning of the preceding year, and by adding the amount of any 
losses which may have occurred in the preceding year, such additions for 
losses to be canceled in subsequent years if they are made up by profits. 
The figures so added shall be prorated over the remaining lots for sale, 
, the manager is bound not to sell any property at less than the book 

gure. 

The books have been kept for two years without adjusting and closing 
entries and the accounts show the following figures at December 31, 1907: 


Property account (original purchases of 1,000 lots of equal 


Deposits on account of sales not yet closed.............. 215.00 
Mortgage held on property sold...................000.. 38,000.00 
Creditors’ accounts (for office supplies).................. 643.75 
Interest on mortgages received .................2+0000- 576.00 


There is also an amount of $125.00 interest due and not received, 
and $235.00 accrued interest on mortgages at December 31, 1907. 


These figures for expenses and sales appear up to December 31, 1906: 


Prepare a detailed exhibit of operations, also balance sheet as at the 
beginning of the third year, with exhibit of the property account. 

2. The trial balance of the Vincent Manufacturing Company as of 
December 31, 1906, is given below. Inventory December 31, 1906, 
$90,000.00. 

Prepare a statement of profit and loss and income, showing (a) cost 
of manufacture, (b) cost of selling, (c) cost of administration, (d) net 


profit, (e) surplus. 
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TRIAL BALANCE 


$4,030.00 
Entertainment of customers............ 2,000.00 
Machinery inventory December 31, 1906. 40,000.00 
Tools, inventory December 31, 1906..... 8,500.00 
Patents inventory December 31, 1906... 21,000.00 
Patterns inventory December 31, 1906. . 12,400.00 
Merchandise consumed................. 410,000.00 
Accounts receivable................... 250,000.00 
Insurance: 
Machinery, tools and patterns........ 500.00 
Employer’s liability premiums.......... 4,000.00 
Taxes, personal property............... 1,000.00 
4,470.00 
Repairs, machinery. 1,310.00 
Office pay roll...... 18,000.00 
Inventory January 1, 1906............. 75,000.00 
Office furniture and fixtures............ 5,700.00 
15,000.00 
Telegrams and telephones.............- 1,800.00 
Collection and exchange.............-- 700.00 
Stationery and printing................. 3,050.00 
Cartage and express, in................ 3,750.00 
Bonding of employees (office)........... 250.00 
Traveling expense (salesmen)........... 17,500.00 
Salesmen’s commission and salaries...... 40,000.00 
99,050.00 
43,520.00 
Return sales account.................. 41,000.00 
$1,440,370.00 $1,440,370.00 
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3. A partnership was formed July 1, 1907 to act as factory selling 
agents, with capital invested by A, $5,000.00; B, $7,000.00; C, $8,000.00; 
profits and losses to be shared in proportion to original capital invest- 
ments, no interest to enter into partners’ accounts. 

On December 31, 1909, the books, which had been badly kept, showed 
the following balances, which were not disputed by any of the partners: 
A, net credit, $3,000.00; B, net debit, $3,370.00; C, net credit, $4,650.00; 
cash in banks and on hand, $804.20; expense debit, $4,550.00; interest 
credit, $250.00; accounts receivable, factories, $2,240.00; investment 
account, $12,000.00. 

The firm holds a number of one year sales contracts, under which 
the minimum guaranteed will net $15,000.00 in commissions, although 
it is believed that the amount may run to $20,000.00. The factories 
make shipments to customers direct and send monthly statements to 
A, B and C of shipments and commissions. The investment account 
represents holdings at par of 75% of the capital stock of a company on 
whose books at the end of 1909 appears a deficit of $2,700.00. 

A and B have agreed to sell their interest in the business at Decem- 
ber 31, 1909, including the firm name, to C for 200 cents on the dollar, 
taking notes covering eighteen months. 

Prepare a statement showing the settlement between partners at 
December 31, 1909, and a balance sheet as at January 1, 1910, of A, 
B and C. 


PRACTICAL ACCOUNTING—Parrt II 


Wednesday, June 29, 1910—9.15 to 12.15 p.m. only 

4. The Patent Specialty Company was organized July 1, 1907, with 
a capital of $100,000.00, to manufacture novelties. The following 
transactions occurred: 

July 1, 1907, one-half of capital stock was subscribed and issued, 
10% being called and paid on that date in cash. Legal and other 
incorporation expenses, amounting to $500.00, were paid. 

August 20, 1907, patent, covering novelty, was purchased for 
$50,000.00, payable one-half in stock and one-half in cash; the stock 
was issued and delivered, $2,000.00 paid in cash and note given for bal- 
ance, due in one month, 6% interest. The patent was subject to royalty 
rights, granted to the Novelty Company, which terminated at date of 
purchase. All accrued royalties were to pass with patent and no royalty 
rights were granted by the Patent Specialty Company. 

August 27, 1907, the Village Board of Trade donated a lot, valued 
at $5,000.00, in consideration of agreement to erect and equip a plant 
at cost of not less than $25,000.00. 

September 13, 1907, a further call of 70% was paid. The note was 
paid at maturity. 

December 31, 1907, the following facts existed: 

Payments on account of salaries, interest, insurance, etc., amounted 
to, $2,250.00, with $250.00 accrued; contracts for construction and 
equipment amounting to $35,000.00 had been given, which were 75% 
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completed and 40% paid; royalties amounting to $2,725.00 had been 
received and $190.00 was accrued. 

Prepare journal entries to cover foregoing and statement to display 
financial condition at December 31, 1907. 

5. There were purchased December 31, 1907, $100,000.00 of Browns- 
ville 4%’s for $103,394.43, ex. interest. 

On June 30, 1909, half of the bonds were sold for $52,418.55, ex. 
interest. 

Given that the bonds are semi-annual and that the price paid is such 
as to net the investor the nominal rate of 4% per annum, that is 2% 
semi-annually, determine the profit made from the sale and the interest 
revenue for the two years ending December 31, 1909. Give an analysis 
of the bond ledger account as it would appear at the close of business 
December 31, 1909. 

6. 

THE RICHARDSON ENGRAVING AND PRINTING COMPANY 

The Richardson Engraving and Printing Company, a corporation 
having an authorized capital stock of $50,000.00, owned by William 
Richardson, $10,000.00; Silas Johnson, $15,000.00, and Thomas Acton, 
$25,000.00. 

The plant was destroyed by fire September 23, 1908. All the books 
and records were saved except the sales records, which were not written 
up for September. The insurance companies paid $28,000.00 on the 
plant and $7,000.00 on the stock, which was distributed to the stock- 
holders as received in proportion to their holdings. Cash was received 
from September sales amounting to $13,500.00. On September 30, the 
trial balance disclosed the following condition: 


$50,000.00 
$30,000.00 
Stock on hand June 1, 1908.............. 8,750.00 
Accounts receivable... 19,640.00 
Accounts payable................. 12,590.00 
Reserve for bad Gebts. . 1,250.00 
Insurance 28,000.00 
September sales, not allocated............ 24,175.00 
Merchandise purchases................... 58,800.00 
130,180.00 
Profit and loss surplus................... 855.00 
William Richardson..................... 7,000.00 


$293,820.00 $293,820.00 
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The accounts receivable realized $18,320.00, and the liquidation ex- 
penses were $1,850.00. The stockholders turned in their stock for can- 
cellation and received their proportionate amount of cash. Prepare 
journal entries closing the books of the corporation and a profit and loss 
account. 


COMMENTS 


The Manitoba papers when viewed as a whole are commendable. 

In the final examinations there were twelve questions on auditing, 
with a time allowance of three hours. The first paper on advanced 
bookkeeping and accounts consisted of five questions, with a time allow- 
ance of three hours. The second paper under the same heading, with 
the same time allowance, consisted of five questions, dealing with trustees’ 
and executor’s accounts, and five questions dealing with cost accounts. 
There was also a paper on joint stock and partnership accounts, with 
eight questions and a time allowance of three hours. In addition there 
were two papers on law, under the heading of assignments, containing 
ten questions, with a time allowance of three hours, and commercial 
law, containing also ten questions, with the same time allowance. 


Announcements 


McGregor, Chase and Company, certified public accountants, beg 
to announce that they have removed their offices to suite 714-716 Title 
and Trust Building, roo Washington Street, Chicago. 


Guy H. Kennedy, certified public accountant of Cincinnati and 
Indianapolis, has opened an office in Columbus, Ohio at 302 Capital 
Trust Building, with LeRoy Parker, certified public accountant, as 
manager. 


The firm of W. F. Weiss, certified public accountants, announces the 
removal of its offices to The Broadway and Maiden Lane Building, 170 
Broadway. Telephone 8758 and 8759 Cortlandt (same call as heretofore). 


Messrs. Vollum, Fernley, Vollum and Rorer, certified public ac- 
countants of Pennsylvania, announce that on July 1, 1910, Mr. Charles 
F. McWhorter, certified public accountant of New York, was ad- 
mitted to membership in their firm. Philadelphia office, 907-912 Betz 
Building; New York office, suite 2116 Trinity Building. 


L. H. Conant & Co., certified public accountants, 30 Broad Street, 
New York, announce that Arthur G. Potter, C.P.A., New York, and 
Edward R. Conant, C.P.A., New Jersey, have been admitted to member- 
ship in the firm. 
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